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INTERNATIONAL  BANKING  ACT  OF  1977 


TUESDAY,  JULY  W,  1977 
Houn  OF  Reprbbntativis, 

SUBCOBOfnTBB  ON  FINANCIAL  iNSnTUTIONS 
SUPEBVISION,  RbOULATIOM  AND  InSUKANCB  OF  THE 

CoMifrTTBK  ON  Banking,  Finance  and  Ubban  Affairs, 

Washington,  D.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2120,  Raybum  House  Office  Building,  Hon.  Fernand  J.  St  Germain 
(chairman  of  the  subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Annunzio,  Hanl^,  Derrick, 
LaFalce,  Allen,  Cavanaugh,  Dakar,  Rousselot,  Hyde,  Hansen,  and 
Leach. 

Mr.  St  Gebmain.  The  subcommittee  will  come  to  order. 

Today  the  Subcommittee  on  Financial  Institutiorfs  Supervision, 
R^ulation  and  Insurance  opens  3  days  of  hearings  on  the  provi- 
sions of  H.R.  7325,  the  International  Banking  Act  of  1977. 

Chairman  Reuss  and  I,  on  May  23,  were  joined  by  19  of  our 
colleagues  serving  on  the  Committee  on  Banking,  Finance  and 
Urban  Affairs  as  monsors  of  this  bill,  virtually  identical  to  H.R. 
13876,  which  passed  the  House  hy  voice  vote  on  July  29  of  last  year. 

Thft  S<»nfltj»  Silhwtmmittfjff  ftn  Finanrii^]  Tr.nHHiHn.ifi  *"'''^  hearings 

on  the  proposal,  but  due  to  the  shortage  of  time  remaining  in  the 
94th  Congress,  the  subcommittee  was  unable  to  make  its  recommen> 
datkms  to  the  full  committee  and  hence  it  is  necessary  for  us  once 
again  to  resume  the  consideration  of  this  most  important  regulatory 
measure  requested  by  the  Board  of  Governors  of  the  Federal  Re- 
serve repeatedly  since  1974. 

The  sponsors  of  the  present  bill  also  served  as  sponsors  in  the 
94th  Congress  when,  after  the  conclusion  of  the  FINE  Study  con- 
ducted by  this  subcommittee,  it  became  apparent  to  those  of  ub  who 
participated  in  those  hearings  that  the  time  had  indeed  arrived  to 
establish  at  long  last  a  national  policy  with  r^ard  to  the  operations 
of  foreign  banks  in  the  United  States. 

That  policy  has  as  its  admittedly  oversimplified  goal  the  placing 
of  foreign  b^k  operations  under  the  same  type  of  Federal  banking 
and  monetary  regulation  that  affects  comparable  domestic  banks.  It 
should  be  emphasized  that  after  extended  hearings  in  the  94th 
Congress  b^inning  with  the  FINE  Study  Disoission  Principles,  the 

(1) 
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full  committee,  by  a  vote  of  29  to  3,  concurred  in  the  judgment 
reached  by  the  measure's  original  coeponsors. 

During  the  intervening  year,  understandably,  considerable  appre- 
hension has  been  voiced  oy  an  increasing  number  of  individuals  and 
the  foreign  institutions  they  represent  as  to  the  impact  of  this  bill's 
provisionB  on  their  existing  or,  and  I  must  emphasize,  their  contem* 
plated  future  operations  in  the  United  States. 

[A  copy  of  H.R.  7325  follows:] 
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H.  R.  7325 


IK  THE  HOUSE  OF  REFRESENTATIYES 

Mat  23,  ISTT 
Hr.  Si  Onouin  (for  himself,  tit.  Rbuh,  Hr.  Abbixt,  Hr.  Hoobheu>  of  Penn- 
Bylvuiia,  Ur.  Oonzalei,  Mr.  HiNiSH,  Mr.  Annunuo,  Mr.  Hanlct,  Mr. 
HiTCHEu.  of  MaryUnd,  Hr.  NaxL,  Mr.  Patitmon  of  CalifomiB,  Mr. 
Blanchabd,  Mra.  Sfiu-man,  Mr.  Derrick,  Hr.  Hannakird,  Mr.  Aujn, 
Mr.  D'AxoTM,  Ur.  Bacillo,  Mr.  Staktom,  Ur.  Wtub,  uid  Mr.  Htdb) 
introduced  the  following  bill ;  which  wm  referred  to  the  Committoe  od 
Banking,  Finance  and  Urban  Affain 


A  BILL 

To  provide  for  Federal  regubtion  of  pulicipatioa  by  foreign 
banks  in  domestic  financial  tnarketa. 

1  Beit  enacted  by  the  Senate  and  House  of  RepresetOor 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  8H0BT  TITLE  ABD  DEFDHTIOITS 

4  Sbctiok  1.  (a)  This  Act  may  be  cited  as  tbe  "Inter- 

5  national  Bulking  Act  of  1977". 

g  (b)  For  the  puiposes  of  this  Act — 

7  { 1 )  "agency"  means  any  office  or  any  place  of  busi- 

8  ness  of  a  foreign  bank  located  in  any  State  of  the  United 

9  Slates  at  which  credit  balances  are  maintamed  incidental 
10  to  or  arising  out  of  the  exercise  of  banking  powers,  but 
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1  at  which  deposits  may  not  be  accepted  from  citizens  or 

2  residents  of  the  United  States ; 

3  (2)  "Board"  means  the  Board  of  Qovemors  of  the 

4  Federal  Reserve  System; 

5  (3)  "brant^"  means  any  office  or  any  place  of  bui- 

6  aess  of  a  foreign  bank  located  in  any  State  of  the  United 

7  States  at  which  deposits  are  received  and  cbet^  are 

8  pud  or  money  is  lent; 

9  (4)   "Comptroller"  means  the  Comptroller  of  the 

10  Onrrency; 

11  (5)  "Federal  hgeoeiy"  means  an  agency  of  a  foreign 

12  bank  established  and  operating  under  section  4  of  this 

13  Act; 

14  (6)  "Federal  branch"  means  a  branch  of  a  foragn 

15  bank  established  and  operating  under  section  4  of  Hus 

16  ■  Act; 

17  (7)  "foreign  bank"  means  any  insUtotion  that  (1) 

18  is  organized  under  the  laws  of  a  foreign  country,  a  terri- 

19  tory  of  the  United  States,  Faerto  Sico,  Quam,  American 

20  Samoa,  or  the  Virgin  Islands,  and    (2)    either    (A) 

21  priudpally  conducts  its  banking  budness  outside  the 

22  Umted  States  or  (B)  Is  a  subndiary,  as  that  term  ii 

23  defined  in  the  Bank  Holding  Oranpaoy  Act  of  1956, 

24  of   any   instjlotion   wbidi,    on   a   consolidated    basis, 
26  prindpally  conducts  its  banking  bu^nesa  outride  the 
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1  United  States.  For  the  purposes  of  this  Aot,  the  term 

2  "foreign  bank"   includes,   without   limitation,    foreign 

3  commerdal  banks,  foreign  merchant  banks  and  other 
i  torngn  institutions  that  engage  in  banking  activities 

5  usual  in  connectiwi  with  die  business  of  banking  in  the 

6  oodutries  where  such  foreign  institutions  are  orgamzed 

7  or  operating; 

8  (8)   "t<»flign  oonntiy"  means  any  country  otiier 

9  than  the  United  Slates,  and  includes  any  colony,  de- 

10  pendency,  or  possesnoc  of  any  such  country; 

11  (9)  "commennsi  lending  company"  means  any  in- 

12  stitution,  other  than  a  bank  or  an  wganization  operating 

13  under  section  25  <rf  the  Federal  Reserve  Act,  organized 

14  under  Uie  laws  of  any  State  of  the  United  States,  or  die 

15  District  of  Columbia  which  maJntMna  credit  balances 
'  16  inradental  to  or  ariring  out  of  the  exercise  of  banking 

17  powers  and  engages  in  the  busmess  of  making  conuner- 

It)  dal  loans; 

19  (10)  "State"  means  any  State  of  the  United  States 

20  or  die  District  of  Columbia ;  and 

21  (11)  the  tenns  "bank",  "bonk  holding  company", 

22  "oompany",  "control",  and  "subudiaiy"  as  used  in  this 

23  Act  shall  have  the  same  meanings  assigned  to  those 

24  tenns  in  die  Bank  Holding  Company  Act  of  1966, 

25  and  the  terms  "controlled"  and  "controlling"  as  used  in 
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1  .  this  Act  shall  be  construBd  conustently  mth  the  tenn 

2  "control"  as  defined  in  section  2  of  Oie  Bank'  Holding 

3  Gompany  Act  of  1956. 

4  EBTABLIBHMENT  OP  NAIION AL  BANKS 

5  Seo.   2.  SecUon  514$  of  die  Kevised  Statutes    (12 

6  VB.G.  72)  is  amended  by  striking  out  the  period  at  the  end 

7  of  the  first  sentence  and  adding  the  following  new  provision: 

8  ",  except  that  in  the  case  of  an  association  which  is  a  sub- 
Q  sidiary  or  affiliate,  of  a  foreign  bank,  the  Comptroller  of  the 

10  Currency  may  in  his  discretion  waive  the  requirement  of 

11  citizenship  in  the  case  of  not  more  than  a  minority  of  the 

12  total  number  of  directors.". 

13  BOOB  OOaPOBATIONS 

14  Sbc.  3.   (a)   The  seumd  sentence  of  the  fourth  para- 

15  gntph  of  secdon  25  (a)   of  the  Federal  Heserve  Act    (12 

16  U.S.C.  614)  b  amended  by  striking  out  ",  all  of  whom  shaU 

17  be  ciUzens  of  the  United  States"  after  "to  elect  or  appoint 

18  directors". 

19  (b)  The  first  sentence  (rf  the  sixth  paragraph  of  section 

20  25(a)   of  the  Federal  Aeserve  Act   (12  UAC.  615(a)) 

21  is  amended  by  inserting  "except  with  the  approval  of  die 

22  Board  ci  Qovemors  of  the  Federal  Reserve  System,"  after 

23  "bat  in  i»o  evoit". 

24  (c)    The  second  proviso  of  the  first  sentence  of  die 
25'  twelfth  paragraph  of  section  26(a)  of  the  Federal  Reserve 
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1  Act  (12  U.S.O.  618)   IB  amended  by  inserting  ",  except 

2  with  tiie  approval  of  the  Board  of  GoveniorB  of  the  Federal 

3  Keaerre  System"  after  "Hat". 

4  (d)    The  thirtecmtfa  paragraph  of  section  25(b)    of 

5  the  Federal  Reserve  Act  (12  U.8.C.  619)  a  deleted  and 

6  die  following  paragraph  is  inserted  in  lieu  thereof: 

7  "Except  as  otherwise  provided  in  this  section,  a  majori^ 

8  of  the  shares  of  &e  capital  stock  of  any  such  corporation 

9  shall  at  all  times  be  held  and  owned  by  citizens  of  the  United 

10  Slates,  by  corporaticms  the  controlling  interest  in  which  is 

11  owned  by  citizens  of  die  United  States,  chartered  nnder  die 

12  laws  of  die  United  States  or  of  a  State  of  the  United  States, 

13  or  by  firms  or  companies,  the  controlling  interest  in  which  is 

14  owned  by  dtizens  of  the  United  States.  Notwithstanding  any 

15  odier  provisions  of  this  section,  any  foreign  bank  or  any  bank 

16  organized  nnder  the  laws  of  the  United  States,  any  State  of 

17  the  United  States,  or  the  District  of  Columbia,  the  control- 

18  ling  interest  in  which  is  owned  by  a  foreign  bank,  group  of 

19  foreign  banks,  or  institution  organized  under  die  laws  of  a 

20  foreign  ooontay  which  owns  or  controls  a  foreign  bank  may, 

21  Trith  the  prior  approval  of  the  Board  of  Oovemors  of  the 

22  Federal  Beeerve  System  and  npon  sach  terms  and  conditions 

23  and  subject  to  such  rules  and  regulations  as  the  Botai  of 
34  Oovemors  of  the  Federal  Reserve  System  may  prescribe, 
29  own  and  hold  50  per  centum  or  more  of  die  shares  of  d|e 
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1  capital  Btock  of  any  corporation  orgaiuzed  onder  diis  Bwtion, 

2  and  any  such  corporation  shall  be  subject  to  Uie  same  pro- 

3  visions  of  law  as  any  otiier  corporation  organized  under  tMs 

4  section.  For  the  porposes  of  the  preceding  sentence  of  this 

5  paragraph  the  terms  'contixia'  and  'controlling  interest'  shall 

6  be  construed  consistentiy  with  the  definition  of  'control'  in 

7  section  2  of  the  Bank  Holding  Company  Act  of  1956,  and 

8  the  term  'foreign  bank*  shall  have  the  meaning  assigned  to  it 

9  in  the  International  Banking  Act  of  1977.". 

10  FBDBSAL  BAANCHBS  ASD  A0BNCIB8 

11  8bo.  4.  (a)  Except  aa  provided  in  section  5,  a  foreign 

12  bank  may,  with  the  approval  of  the  Comptroller,  establish 
18  a  Federal  brancli  or  agency  in  any  State  in  which  (1)  it 

14  is  not  operating  a  branch  or  agracy  pursuant  to  State  law 

15  and  (2)   the  establishment  of  a  branch  or  ag«icy,  as  the 

16  case  may  be,  by  a  foreign  bank  is  not  prohibited  by  State 

17  ^Kw. 

18  (b)  In  establishing  and  operating  a  Federal  branch  <«■ 

19  agency,  a  foreign  bank  shall  be  subject  to  Bodi  ruleB,  regu- 

20  lations,  and  orders  u  the  Comptroller  confddera  appropriate 

21  to  carry  oat  this  section,  which  shall  inokde  provinons  for 
23  service  of  process  and  maintenance  t>f  brandi  and  agency 

23  acoonnts  separate  from  those  of  the  parent  bank.  Except  as 

24  otherwise  specnfically  provided  in  tiiis  Act  or  in  rules,  regu- 
2B  lation,  or  orders  adopted  by  tiie  Comptroller  under  this  sec- 
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1  Am,  opflradoDB  of  a  foreigii  buik  at  a  Fedenl  brandi  or 

2  tigtatej  shall  be  oondnctod  mUt  Oie  same  ri^la  and  privi- 

3  kgM  as  a  national  bank  at  die  same  location  and  shall  be 

4  fobject  to  all  the  same  dniies,  restrictions,  penalties,  fiabili- 

5  ties,  oonditknu,  and  lin^tatimu  that  would  apply  under  Hm 

6  National  Bank  Aot  to  a  national  bank  doing  busmess  at  tiie 

7  same  location,  ezoept  titat  (1)  die  nqoiremaits  of  section 

8  9240  of  the  Bevised  Statutes  (12  U.S.O.  481)  shall  be  met 

9  witii  respect  to  a  Federal  brandi  or  agency  if  it  is  dzamined 

10  at  least  once  in  each  calendar  year;  •  (2)  any  limitatim)  or 

11  restriction  based  on  tiie  capital  ato^  and  torplas  of  a  na- 

12  tional  bank  shall  be  deemed  to  refer,  as  applied  to  a  Fed- 

13  oral  branch  or  agnicy,  to  die  dollar  equivalent  of  die  capital 

14  stock  and  surplus  of  die  parent  bank,  and  if  the  parent  bank 

15  lias  more  than  one  Federal  branch  or  agency  die  accounts  of 

16  aD  sndi  branches  and  agencies  shall  be  aggregated  in  do- 

17  tennining  compliance  with  the  limitation;    (3)   a  Federal 

18  branch  or  agency  shall  not  be  required  to  beoome  a  mem- 

19  ber  bank,  as  that  term  is  defined  in  section  1  of  the  Fed- 

20  oral  Beserve  Act;  and   (4)   a  Federal  branch  or  agency 

21  shall  not  be  required  to  become  an  insured  bank  as  that 

22  term  is  defined  in  section  8  (h)  of  the  Federal  Pepont  lii- 
28  sonmoe  Aot 

24  (c)   In  actii^  on  any  application  to  estabUA  a  Fed- 

25  enl  brandi  or  agency,  the  Comptrotler  shall  take  into  ao- 
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1  coont  the  effects  of  Uie  proposal  on  competitloQ  in  the 

2  domestio  and  foreign  commerce  of  the  United  States,  the 

3  financial  and  managerial  resources  and  future  prospects  of 

4  the  applicant  foreign  bank  and  the  branch  or  agency,  and 

5  Uie  convenience  and  needs  of  the  community  to  be  served. 

6  (d)   Notwithstanding  any  other  provision  of  this  sec- 

7  tion,  a  foreign  bank  shall  not  engage  in  the  business  of 
S  receiving  deposits  or  exercising  fiduciary  powers  at  any 
9  Federal  agency.  A  fordgn  bank  may,  however,  nuuntiun 

10  ti  a  Federal  agency  for  the  account  of  others  predit  balances 

11  inddental  to,  or  aiiung  out  of,  the  exerose  of  its  lawful 


12 


powers. 


13  (e)   No  foreign  bank  may  maintun  both  »  Federal 

U  branch  and  a  Federal  agency  in  the  same  State. 

15  (f)  Any  branch  or  agency  operated  by  'a.  for^gn  bank 

16  in  a  State  pursuant  to  State  law  and  any  commercial  lend- 

17  ing  company  controlled  by  a  foreign  bank  may  be  converted 

18  into  a  Federal  brandi  or  agency  with  the  approval  of  die 

19  Comptroller.  In  the  event  of  any  conversion  pursuant  to 
"20  this  subsectitm,  itU  .of  the  liabilities  of.suc^  foreign  bank 
21'  prenodsly  payable  at  the  State  branch  or  agency,  ot  all  of 

22  the  liabilitios  of  the  commercial  lending  oompmy,  shall 

23  thereafter  be  payable  by  such  foreign  bank  at  the  branch  or 
34  agency  established  under  this  subsection. 

^  (S)  (1)    Upon  the  opening  of  a  Federal  branch  or 
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1  agency  in  any  State  and  thereafter,  s  foreign  bank,  in  addi- 

2  tion  to  any  deposit  reqoirementa  imposed  under  aection 

3  6  (a)  of  the  International  Banking  Act  of  1977,  ehall  keep 

4  on  deposit,  in  accordance  with  such  rules  and  regulations  as 

5  the  Comptroller  may  prescribe,  with  a  member  bank  deng^ 

6  nated  by  such  foreign  bank,  dollar  deposits  or  investment 

7  securities  of  the  type  that  may  be  held  by  naUonal  batiks 

8  for  their  own  accounts  pursuant  to  patagraph  "Seventh"  d 

9  section  5136  of  Uie  Revised  Statutes,  as  amended,  in  an 

10  amount  as  hereinafter  set  forth.  Sudi  depository  bank  shall 

11  be  located  in  the  State  where  such  bran<^  or  agency  is 

12  located  and  shall  be  approved  by  the  Comptroller  if  it  is  a 

13  national  bank  and  by  the  Board  of  Qovemors  of  the  Federal 

14  Reserve  System  if  it  is  a  State  bank. 

15  (2)    He  aggregate  amount  of  deposited  investment 

16  securiUes   (calculated  on  the  basis  of  principal  amount  or 

17  market  value,  whichever  is  lower)   and  dollar  depouts  for 
IS  each  branch  or  agency  esteblished  and  operating  under  tins 

19  section  shall  be  not  less  than  the  greater  of  (1)  that  amount 

20  of  capital  (but  not  surplus)  which  would  be  required  of  a 

21  national  bank  b»ng  organized  at  this  locatifm,  or  (2)  5  par 

22  centam  of  the  total  liabilities  of  such  brant^  or  agency,  to- 

23  dudmg  acceptances,  but  excluding   (A)   accrued  eiqiensei, 

24  and  (B)  amounts  due  and  other  liabilities  to  offices,  braoohei, 

25  agencies,  and  subsidiaries  of  such  foreign  bank.  The  Comp- 


ly GoOglc 


12 


10 

1  troDer  may  require  that  the  assets  deposited  pursoant  to  tliis 

2  mbseistion  diatl  be  muhtiuned  in  such  amounts  aa  he  may 
3.  firom  time  to  time  deem  necessary  or  desirable,  for  the  mun- 
4  tenanoe  of  a  sound  financial  condition,  the  protection  of 

6  depoutors,  and  the  public  interest,  but  sudi  ad^tional  amount 
8  shall  in  no  eveot  be  greater  than  would  be  required  to  con- 

7  form  to  generally  accepted  banking  practices  aa  manifested 

8  by  baalu  in  die  area  in  which  die  branch  or  agency  is  located. 

9  {8)  'The  depcfflit  shall  be  muntuned  with  any  such 
10  member  bank  pArsuant  to  a  deposit  agreement  in  sadi  form 
1],  and  containiug  such  limitations  and  conditions  as  the  Comp- 
12  tfoller  may  prestaibe.  So  long  as  it  continues  business  in  the 
13.  ordinary  course  sach  foreign  bank  shall,  however,  be  per- 

14  mitted  to  collect  income  on  the  securities  and  funds  so.de- 

15  poated  and  from  time  to  time  examine  and  exchange  such 
X6  Koorities. 

17  ,(h)  A  foreign  bank  with  a  Federal  branch  or  agency 

U  operating  in  any  State  may  ( 1 )  with  the  prior  approval  of 

19  the  Comptroller  establish  and  operate  additional  bnmches 

90  or  sgendes  in  the  State  in  which  such  branch  or  ai^ncy  is 

21,  located  on  the  same  terms  and  conditions  and  subject  to  the 

22  same  llnutations  and  re8tricti<aiis  aa  are  applicable  to  the 

23  '  establishment  of  brandies  by  a  national  bank  if  the  principal 

24  office  of  ni(^  national  bank  were  located  at  the  same  place 
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1  u  the  iniliBl  branch  or  agency  in  such  State  of  snob  foreigo 

2  bank  and  (2)   dunge  the  de^gnation  of  its  initial  brandi 

3  or  agency  to  any  other  branch  or  agency  subject  to  the  game 

4  linutations  and  restrictiona  as  are  applicable  to  a  change  ip 
9  tiie  dedgnation  of  the  prindpal  office  of  «  nationftl  b^  if 

6  each  prininpal  office  were  Joicatedat  the  same  place  as.soc^ 

7  initial  bnmdi  or  agmcy. 

8  (i)  Asthori^  to  operate  a  Federal  branoh.or  vgenoy 

9  shall  terminate  when  die  parent  foreign  bank  votpntarily 

10  retinqoishes  it  or  when  sach  parent  forugn  bank  is  diaadved. 

11  or  its  aothorify  ta  existence  1b  otherwise  tcprainated  .of  eaor- 

12  celed  in  the  coontiy  of  its  organixatioD.  If  {1);  at  any  time 

13  the  ComptroDer  is  of  the  opiniqn  or  has  reasonable  oaose 
U  to  brieve  that  sach  forei(pi  bank  has  violated  or  f^ed  to 

15  comply  with  any  of  the  prori^ns  of  Ms  8«ctioii  or  any  <^ 

16  the  roles,  r^nlations,  or  oiden  of  tha  Comptiroller  madje. 
1'^  porsoant  to  this  tection,  or  (2)  a  conseryafor  is  appiuuted 

18  for  mch  foreign  bank  or  a  nmilarproeeeding  is.imlifted  io 

19  the  foreign  bank's  coontiy  of  organi^tion,.  the  Oon^troU^ 

20  shall  have  die  power,  after  opportuni^  for  Jk9a|iqg^,.to  r^.. 

21  voke  the  foreign  bank's  anthoiit^  to- operate  A  Federal  bran^i 
32  vr  agency,  the  Comptroller  may,  in  his  disia^tim,  waive 
^  sadi  opp4nt)mity  for  hearing  if  he  deiterrainea  satdi-  wuver 
Sf  to  be  in  die  pabHo  interest.  -The  Oom|^oll^  tn»y  restore 
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1  any  snch  aathority  upon  due  proof  of  compliance  widi  Ute 

2  prcvisiong  of  ^s  section  and  the  rules,  regalations,  or  orders 

3  of  the  Comptroller  made  porgu&nt  to  this  section. 

4  (j)  Whenever  the  Comptroller  revokes  a  foreign  bank'N 

5  authority  to  operate  a  Federal  branch  or  agency  or  when- 

6  ever  any  creditor  of  any  such  fordgn  bank  shall  have  ob- 

7  tained  a  judgment  against  it  arising  oat  of  a  transaction  mth 

8  a  Federal  branch  or  agency  in  any  court  of  record  of  the 

9  United  States  or  any  Btate  of  die  United  States  and  made 

10  application,  accompanied  by  a  certificate  firom  the  derk  of 

11  the  court  stating  that  such  jadgment  has  been  rendered  and 

12  has  renuuned  nnpud  for  the  space  of  thirty  days,  or  when- 

13  ever  die  Comptroller  shall  become  satisfied  that  such  fn«ign 

14  bank  is  insolvent,  be  may,  after  due  consideration  of  its 

15  affairs,  in  any  such  case,  appoint  a  receiver  who  shall  take 
"16  possesnon  of  all  the  property  and  assets  of  such  foreign 

IT  bank  in  the  United  Btatea  and  exerme  the  same  ri^ts,  pnv'i- 

18  leges,  powers  and  audiority  with  respect  thereto  as  are  now 

19  iezerdrod  by  receivers  of  national  banks  appointed  by  the 

20  Comptrotter.  -  — . 

21  INTKBSTATH  BASKING  OPBBATIONa 

22  OBbo^^>  (a)  Except  as  provided  by  subsection  (b) ,  no 

23  foreign  bank  may  operate  a  branch,  agency,  commercial 

24  lending  company  subsidiary,  or  bank  subsidiary  ^Blud&j^ 

25  home  Stat^nlesgyfl)   in  the  case  of  a  Federal  or  State 
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1  braiudi,  the  State  is  one  in  which  it  ooiUd  operate  a  bmidi 

2  if  it  were  a  iuti<Hul  bank  located  in  its  home  State.  (2)  in 

3  the  case  of  a  State  branch,  agency,  or  oomn^rciid  len^ng 
i  company,  it  is  approved  by  the  regulatory  aatbority  of  the 

5  State  in  which  such  State  branch,  agency,  or  commenual 

6  tending  company  is  to  be  operated,  and  (3)  in  the  case  (rf  a 

7  Federal  braitch  or  agmoy,  its  operation  is  not  prohibited  by 

8  the  State  in  which  it  is  to  be  operated,  and  (4)  in  the  case 

9  of  a  bank,  its  acquisition  would  be  permissible  nndar  section 

10  3  of  the  Bank  Holding  Company  Act  of  1956  if  tiie  foreign 

11  bank  were  a  bank  hol^g  company  the  operations  <A  whose 

12  banking  subsidiaries  were  principally  condacted  in  the  for- 

13  eign  bank's  hmne  State. 

14  0*)  Unless  its  authority  to  do  so  is  lawfully  revoked 
.  15  oUierwise  than  pursuant  to  this  section,  a  foreign  bank  may 

16  continue  to  operate,  onteade  its  home  State,  any  branch, 

17  agency,  or  commercial  lending  company  subudiary,  or  bank 

18  subsidiary  whose  operation   was  Uwfully  commenced,   or 
^  whose  establishment  had  been  approved  by  the  appropriate 

20  State  authority,  priw  to  May  1,  1976.  -^ 

21  (c)  For  the  purposes  of  this  section,  the  home  State  of 

22  a  foreign  bank — 

23  (1)  which  has  no  branch  or  subsidiary  bank  in  the 

24  United  States,  but  which  has  an  agency  or  commercial 

25  lending  company  a  one  or  more  States,  is  whichever 
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]'    '     of  mdi  States  is  detenoined  by  eleotion  at  th«  bask, 
2  or,  in  defatdt  of  sncfa  eleotjon,  by  4lie  Board  of  Got- 

8  eraoA  of  the  Federal  Bwerre  System.  " 

4  (2)  which  has  a  branofa  or  sobu^ory  bank  in  one 

5  Slate  only,  is  that  State. 

6  -    (3)  whidi  has  a  branch  or  sabsidiary  bank  in  more 
7:  •       than  one  State,  is  whidieTer  of  mxtik  State  is  detomined 

'  6  by  election  <rf  the  bank,  or,  in  default  of  snoh  eleoU<Hi, 

9  by  the  Board  ol  Governors  of  the  Federal  Besenre 

10  System. 

11  An  initial  electjim  noAer  this  subsection  shall  be  made  by 

12  means  of  a  written  declaration  filed  with  the  Board  ot  Gov- 

13  emors  of  the  Federal  Beserve  System  not  more  Uiao  one 

14  year  after  the  date  of  enactment  of  this  Act  by  the  foreign 

15  bank  concerned.  After  the  home  State  of  a  foreign  bank  has 

16  been- determined  pursuant  to  this  subsectiin,  it  may  be 

17  changed  only  by  the  Board  of  GoTcmors  of  tiie  Federal 

18  Beserve  System,  either  upon  the  application  of  the  bank,  or 

19  upon  its  own  motion,  for  cause  shown.  Any  foreign  bank 

20  that  does  not  maintain  a  branch,  agency,  or  oommerdal  lend- 

21  ing  company  subsidiary,  or  tiiat  is  not  a  bank  holding  com- 

22  pany  or  a  subsidiary  thereof  on  the  date  of  enactment  of  this 

23  Act,  shall  have  its  home  State  deemed  to  be  the  State  in 
2i  which  it  efitablishes  its  initial  branch,  agency,  commerdal 
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1  leoding  company  subsittiary,  or  bank  sabaidiary   (inclnding 

2  tny  oommenml  lading  ctHupany  Bubndisry  or  baiik  siib- 

3  sidiary  acquired  by  a  company  of  which  it  is  ai  Bobudiary) 

4  in  the  United  States. 

5  ACOEPTAHCB  OF  DEPOSITS 

6  Sko.  6.   (a)  Ko  brancii  may  accept  deponts  of  Uoit^ 

7  States  citizens,  residents,  or  businesses  whose  principal  place 

8  of  bnuness  is  in  the  United  States  imlexs  the  bruich  mun- 

9  tama  with  the  Federal  Deposit  Instirance  Corporation  a 

10  surety  bond  or  pledge  of  assets.  The  amoimts  and  types  ti 

11  sach  bonds  and  assets  shall  be  determined  under  sat^  rules 

12  as  the  Fednal  Deposit  Insuraooe  Corporation  may  prescribe 

13  fw  the  purpose  of  protecting  sudi  deposits  to  die  same  extent 
U  and  in  the  same  amount  diat  die  deports  would  be  protected 
^  under  tfie  Federal  Deposit  Insurance  Act  if  the  branch  were 

16  an  insured   bank   ander  that  Act    liabilities   to   offices, 

17  brandies,  agencies,  subsidiaries,  and  affiliates  of  a  foreign 
IS  bank  shall  not  be  treated  as  deposits  in  a  brandi  of  Enoh 
19  foiagn  bank  for  the  purposes  of  this  section. 

%  (b)  This  section  does  not  apply  to  any  bank  organized 

<!1  onder  the  laws  of  Puerto  Bico,  nor  does  it  prohibit. any 

22  branch  or  agency  from  maint«'ning  credit  balances  for  the 

^  account  of  customers  inddental  to,  or  arinng  out  of,  tb« 

34  exerdse  of  its  lawful  powers.  '  '•  '  ' 
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1  (c)  With  respect  to  branches  ia  existence  on  the  date 

2  of  enactment  of  this  title,  this  section  shall  take  effect  Janu- 

3  aiy  1,  1978. 

4  AUTUOBITY   OF   FEDERAL   BB8EBVE   SI8TBH 

5  Sec.   7.    (a)  (1)    Except  as  provided  in  paragraphs 

6  (2)  and  (3)  of  diis  subsection,  subsections  {&),  (b),  (c), 

7  (d),  (f),  (g),  (i),  (j),  (k),  and  the  second  sentence  of 

8  subsection   (e)   of  section  19  of  the  Federal  Beserve  Act 

9  shall  apply  to  every  branch  and  agency  of  a  foreign  bank 

10  and  every  commercial  lending  conlpany  controlled  by  one  or 

11  more  foreign  banks  or  by  one  or  more  foreign  companies 

12  that  control  a  foreign  bank  in  the  same  manner  and  to  die 

13  same  extent  as  if  the  branch,  agency,  or  conunerdal  lending 

14  company  were  a  member  bfknk  as  tiiat  term  is  defined  in 

15  section  I  of  the  Federal  Keserve  Act;  but  the  Board  eidier 

16  by  general  or  specific  regulation  or  ruling  may  waive  tbe 

17  minimum  and  maximum  reserve  ratios  presciibed  under  sec- 
16  tion  19  of  the  Federal  Beserve  Act  and  may  prescribe  any 

19  other  ratio,  not  more  than  22  per  centum,  for  any  obligation 

20  of  any  such  branch,  agency,  or  commercial  lending  com- 

21  pany  tiiat  the  Board  may  deem  reasonable  and  appropriate 

22  to  effectuate  monetary  policy  objectives,  takmg  into  consider- 

23  ation  the  character  of  business  conducted  by  such  institu- 

24  tiona  and  the  need  to  muntain  vigoroos  and  fair  competition 

25  between  and  among  such  institutions  and  member  banks.  The 
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1  Board  may  impose  reserve  leqoirements  on  branches,  agea- 

2  ties,  and  coimnercial  lending  companies  in  such  graduated 

3  manner  as  it  deems  reasonable  and  appropriate. 

4  (2)  A  branch  or  agency  shall  be  subject  to  this  suh- 

5  section  only  if  (A)  its  parent  foreign  bank  has  total  world- 
g  wide  consolidated  bank  assets  in  excess  of  $1,000,000,000; 
7  (B)  its  parent  foreign  bank  is  controlled  by  a  foreign  com- 
g  pany  which  owns  or  controls  foreign  banks  that  in  the  aggre- 
9  gate  have  total  worldwide  consolidated  bank  assets  in  ezcosa 

10  of  $1,000,000,000;  or  (C)  its  parent  foreign  bank  is  con- 

11  trolled  by  a  group  of  foreign  companies  that  own  or  control 

12  foreign  banks  that  in  the  aggregate  have  total  worldwide 

13  consolidated  bank  assets  in  excess  of  $1,000,000,000. 

14  (3)   A  commercial  lending  company  shall  be  subject 

15  to  this  subsection  only  if  it  is  controlled  (A)  by  a  foreign 
Ig  bank  that  has  total  worldwide  consolidated  bank  assets  in 
17  excess  of  $1,000,000,000;  (B)  by  a  group  of  fordgn  hanks 
28  that,  in  the  aggregate,  have  total  worldwide  consolidated 
IQ  bank  assets  in  excess  of  $1,000,000,000.;  (C)  by  a  foreign 

20  company  that  owns  or  controls  a  foreign  bank  or  banks  that 

21  in  the  aggregate  have  total  worldwide  consolidated  bank 

22  assets  in  excess  of  $1,000,000,000;  or  (D)  by  a  group  of 

23  iordgn  companies  that  own  or  control  a  foreign  bank  or 

24  banks  that  in  the  aggregate  have  total  worldwide  consoli- 

25  dated  bank  assets  in  excess  of  $1,000,000,000. 
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1  (b)  Secdon  13  of  the  Federal  Beserre  Act  is  amended 

2  by  adding  at  the  ead  thereof  the  following  new  paragraph: 

3  "Subject  to  such  restricdons,  limitations,  and  regulations 

4  as  may  be  imposed  by  the  Board  of  Governors  of  the  Fei- 

5  eral  Keaerre  System,  each  Federal  Reserve  bank  may  re- 

6  ceive  deposits  from,  discount  paper  endorsed  by,  and  make 

7  advances  to  any  branch  or  agency  of  a  foreign  bank,  and  any 

8  commerml  lending  company  in  the  same  manner  and  to  the 

9  same  extent  that  it  may  ezerdse  such  powers  with  respect 

10  to  a  member  bank  if  such  brandi,  agency,  or  commercial 

11  lending  company  is  midntaining  reserves  with  such  Heserve 

12  bank  pursuant  to  section  7  of  the  Intemationd  Banking 

13  Act  of  1977.  In  ezercinng  any  such  powers  with  respect  to 

14  any  such  branch  agency,  or  commercial  lending  company 

15  each  Federal  Reserve  bank  shall  give  due  regard  to  account 

16  balances  being  maintuned  by  such  branch,  agency,  or  com-  . 

17  mercial  lending  company  with  such  Reserve  bank  and  the 

18  proportion  of  any  such  branch,  agency,  or  commercial  lending 

19  company's  assets  being  held  as  reserves  under  section  7  of 

20  the  International  Banking  Act  of  1977.  For  the  pnrpoees  of 

21  this  paragraph,  the  terms  'branch,'  'agency,'  'foreign  bank,* 

22  and  'commercial  lending  company'  shall  have  tiie  same 

23  meanings  assigned  to  Qtem  in  section  1  of  the  International 

24  Banking  Act  of  1977.". 

25  (c)   Each  branch  or  agency  of  a  foreign  bank,  other 
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1  duut  a  Fedenl  branch  or  agency,  and  each  commerdal  lend- 

2  ing  company  controlled  by  one  or  more  foreign  banks  or  by 

3  one  or  more  foreign  companies  &at  control  a  foreign  bank, 

4  Eball  be  subject  to   (1)   parogr&phs  7,  6,  and  20  and  the 

5  reporting  requirements  of  paragraph  6  of  section  9  of  the 

6  Federal  Beserve  Act  (12  U.aC.  325,  326,  335,  and  324) , 

7  (2)  subparagraph  (a)  of  section  11  of  the  Federal  Beserve 

8  Act  (12  U.S.C.  248(a)),  and  (3)  paiBgraph  (5)  of  seo- 

9  ticHk2loftheFederBlBescrve  Act-(12U.S.C.  483),t0the 

10  same  extent  and  in  the  same  manner  as  if  the  branch,  agency, 

11  or  commerdal  lending  company  were  a  State  member  bank. 

12  Id  addition  to  any  requirements  imposed  under  section  4  of 

13  this  Act,  each  Federal  branch  and  agency  shall  be  subject 
W  to  subparagr^h  (a)  o(  section  11  of  the  Federal  Keservo 
^  Act  (12  n.8.C.  248(a) )  and  to  paragraph  5  of  section  21 
Ifi  of  the  Federal  Beserve  Act  (12  U.S.C.  483)  to  the  same 
^^  extent  and  in  the  same  manner  as  if  it  were  a  member  bank. 
IS  (d)  Each  branch  or  agency  of  a  foreign  bank  established 
^  or  openttmg  pursuant  to  State  law  and  each  commercial  ' 
^  leading  company  controlled  by  one  or  more  foreign  banks 
^  or  by  one  or  more  foreign  companies  that  control  a  foreign 
^  bank  shall  also  be  subject  to  such  other  duties,  restrictions, 
^  conditions,  limitations,  or  dvii  penalties  or  liabilities  appli- 
^  cable  under  &a  Federal  Beser^'e  Act  to  a  State  member 
^  bank,  which.  ib»  Boardi  by  regulation  or  o.rder,  detenninea 
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1  appropriate  to  insure  the  safety  and  soundness  of  banking 

2  operations,  or  to  maintain  competitive  equality  willi  State 

3  member  banks,  or  to  otherwise  carry  out  (he  purposes  of 
i  this  Act  except  that  { 1 )  the  Board  may  moke  such  esemp- 

5  tioDS  or  exceptions  from  such  duties,  restrictions,  conditions, 

6  limitations,  or  civil  penalties  or  liabilities  that  it  deems 

7  to  be  reasonable  and  appropriate  in  li^t  of  the  different 

8  organizational  structure  or  character  of  business  conducted 

9  by  such  branches,  agencies  or  commercial  lending  companies, 

10  and  (2)  any  limitation  or  restriction  based  on  the  capital 

11  stock  and  surplus  of  a  member  bank  shall  bo  deemed  to 

12  refer,  as  applied  to  a  branch  or  agency,  to  the  dollar  equiv- 

13  alent  of  the  capital  stock  and  surplus  of  its  parent  foreign 

14  bank,  and  if  the  parent  foreign  bank  has  more  than  one 

15  branch  or  agency  die  accounts  of  all  such  branches  and 

16  agencies,  including  Federal  branches  and  agencies,  shall  be 

17  aggregated  in  determining  compliance  widi  the  limitation 

18  or  restriction. 

19  '  (e)  No  foreign  bank  may,  after  the  date  of  enactment 

20  of  this  Act,  establish  any  branch  or  agency  pursuant  to  State 

21  law  tind  no  foreign  bank,  group  of  foreign  banks,  or  one  or 

22  more  foreign  companies  that  control  a  foreign  bank  may 

23  acquire  control  of  a,  commercial  lending  company  without 

24  first  obtaining  approval  of  the  Board  of  Governors  of  tlie 

25  Federal  Reserve  System.  Whenever  the  Board  receives  an 
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1  application  from  any  such  foreign  bank,  groap  of  foreign 

2  banks,  or  foreign  companies  to  establish  a  branch  or  agency, 

3  or  to  contrcJ  a  commercial  lending  company,  the  Board  shall 

4  send  a.  copy  to  the  Secretary  of  State,  the  Secretary  o7  die 

5  Treasury  and  (he  bank  supei-visory  oufhority  of  the  State 

6  where  liie  branch  or  agency  or  commercial  lending  company 
t  is  to  be  located  and  shall  allon-  diirty  days  within  which  their 

8  views  and  recommendations  may  be  submitted.  In  acting  on 

9  any  such  application,  the  Board  shall  take  into  account  the 

10  effects  of  the  proposal  on  competition  in  the  domestic  and 

11  foreign  conmiercc  of  the  United  States,  the  financial  and 

12  managerial  resources  and  future  prospects  of  the  applicant 

13  foreign  hank,  group  of  foreign  banks,  or  one  or  more  foreign 

14  companies  and  the  branch,  agency,  or  commercial  lending 

15  company  concerned,  and  the  convenience  and  needs  of  the 

16  community  to  be  served. 

17  HONBANKINO  ACTIVITIES 

18  Sec.  8.  (a)  Except  ns  otherwise  provided  in  this  sec- 

19  tion    (1)    any  foreign  bank  that  maintains  a  branch  or 

20  a^cy  in  a  State,  (2)  any  foreign  bank  or  foreign  company 

21  controlling  a  foreign  bank  tliat  controls  a  commercial  Irnd- 

22  ing  company  organized  under  State  law,  and  (3)  any  com- 

23  pany  of  which  any  foreign  bank  or  company  referred  to  in 

24  (1)  and  (2)  is  a  subsidiary  shall  be  subject  to  the  proviaions 

25  ol  the  Bank  Holding  Company  Act  of  1956,  and  to  sections 
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1  105  and  106  of  the  Bank  Holding  Company  Act  Amend- 

2  menu  of  1970  in  the  mme  maimer  and  to  the  same  extmt 


3  thst  bank  holding  companies  are  subject  thereto,  except  that 

4  an;  such  foreign  bank  or  company  shall  not  by  reason  of  this 

5  subsection  be  deemed  a  bank  holding  company  for  purposes 

6  of  section  3  of  the  Bank  Holding  Company  Act  of  1956. 

7  (b)  After  December  31,  1985,  no  foreign  bank  or  other 

8  company  to  which  subsection   (a)   applies  on  the  date  of 

9  enactment  of  this  Act  may  retain  direct  or  indirect  owner- 

10  ship  or  control  of  any  voting  shares  of  any  nonbanking 

11  company  in  the  United  States  that  it  owned,  controlled,  or 

12  held  with  po:wer  to  vote  on  the  date  of  enactment  of  this 

13  Act  or  engage  in  any  nonbanking  activities  in  the  United 

14  States  in  which  it  was  engaged  on  such  date  unless  author- 

15  ized  by  subsection   (c)  of  this  section  or  by  the  Board  of 

16  Governors  of  the  Federal  Bescrve  System  under  section  4 

17  of  flie  Bank  Holding  Company  Act  of  1956. 

18  (c)  After  December  31,  1985,  notwithstanding  the  pro- 

19  hilntioBS  of  subsection  (b)  of  this  section,  a  foreign  bank  or 

20  other  company  to  which  aubsection  (a)  applies  on  die  date 

21  of  enactment  of  this  Act  may  continue  to  engage  in  non- 
22  banking  activities  in  the  United  States  in  which  directly  or 

23  through  an  affiliate  it  was  lawfully  engaged  on  December  3, 

24  1974  (or  on  a  date  subsequent  t^  December  3,  197^,  in  flie 

25  case  of  activities  carried  on  as  the  result  of  the  direct  or 
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1  indirect  aoqaintion,  paisaaQt  to  a  binding  written  contract 

2  entered  into  tm  or  before  December  3,  1974,  of  anodier 

3  company  engaged  in  such  aotivitieB  at  the  time  of  acquisition ) 

4  and  may  retiin  direct  or  indirect  ownerBbip  or  control  of  any 

5  voting  Aurea  of  any  nonbanking  company  that  it  ( 1 )  owned, 

6  oonlrolled,  or  held  with  power  to  vote  on  December  3, 1974 

7  {or  on  a  date  siibBeqnent  to  December  3,  1974,  if  acquired 

8  by  a  written  oontnuit  entered  into  on  or  before  such  dale) 

9  and  (2)  that  does  not  engage  in  any  activities  other  than 

10  dioae  in  which  such  foreign  bank,  company,  or  affiliate  may 

11  engage  by  virtue  of  this  subsection  or  section  4  of  the  Bank 

12  Holding  Company  Act  of  1956;  except  that  the  Board  by 

13  order,  after  opportunity  for  bearing,   may  terminate   the 

14  authority  conferred  by  this  subsection    (c)    on  any  such 

15  foreign  bank  or  company  to  engage  directly  or  through  an 

16  affiliate  in  any  activity  otherwise  permitted  by  this  sub- 

17  section  (c)  if  it  determines,  having  due  regard  to  the  pur- 

18  poses  of  this  Act  and  the  Bank  Holding  Company  Act  of 

19  1956,  that  such  action  is  necessary  to  prevent  undue  con-   , 
ao  centration   of  resources,   decreased   or  unfair  competition, 
21  conflicts  of  interest,  or  unsound  banking  practices  in  the 
23  United  States.  Notwithstanding  any  exercise  of  the  authority 

23  conferred  upon  the  Board  by  this  siibacction  (c) ,  in  the  case 

24  of  any  such  foreign  bank  or  company  that  engages  dirootty 

25  or  indirectly  through  an  affiliate  in  the  busmess  of  undenvrit- 


,v  Google 


26 


24 

1  ing,  distribn^Dg,  or  otherwise  buying  or  selUng  stocks,  bonde, 

2  and  other  securities  in  the  United  States,  snch  for^gn  bank 

3  or  compaoy  may  con^nne  to  engage  in  such  bosiness  in  the 
i  United  States  to  the  extent  not  prohibited  for  national  banks 

5  by  paragraph  Seventh  of  section  5136  of  the  Revised  Slat- 

6  utes  of  the  United  States  (12  VS.C.  24)  and,  in  addition, 

7  may  continue  to  engage  in  the  United  States  in  the  business  of 

8  underwriting  and  distributing  secnrides  to  the  extent  neoessaiy 

9  to  participate  in  castomary  and  usual  syndicate  activities  in 

10  the  United  States  by  the  mana^ng  underwriters  or  otfaet* 

11  underwriters  on  behalf  of  all  syndicate  members  in  con- 

12  neclion  with  underwritings  of  such  securities  so  long  as 

13  the  mdividual  selling  and  distribution  activities  of  any  such 

14  foreign  bank  or  company  (whether  direct  or  indirect  through 

15  an  affiliate)  in  connection  with  any  such  underwriting  are 

16  confined   to  jurisdictions  other   than    the   United   States. 

17  Nothing  in  this  subsection    (c)   shall  be  construed  to  an- 

18  tborize  any  foreign  bank  or  company  referred  to  in  this 
IS  subsection   (c),  or  any  affihate  thereof,  to  engage  in  ao- 

20  livities  authorized  by  this  subsection  (o)  through  the  acquisi- 

21  tion,  pursuant  to  a  contract  entered  into  after  December  3, 

22  1974,  of  any  interest  in  or  the  assets  of  a  going  concern 

23  engaged  in  saoh  activities.  Any  foreign  bank  or  company 

24  that  is  authorized  to  engage  in  any  activity  pursuant  to 

25  this  subsection  (c)  but,  as  a  result  of  action  of  the  Board, 


,v  Google 


27 


25 

1  is  required  to  tenninate  rach  actix'itjr  may  retain  the  oath- 

2  nrehip  of  control  of  shares  in  any  company  carrying  on  such 

3  activity  for  a  period  of  two  years  from  die  date  on  which 

4  its  andiority  was  so  terminated  by  the  Board.  As  used  in 

5  diis  subsection,  the  term  "affiliate"  shall  mean  any  com- 
S  pany  more  tlian  5  per  centum  of  whose  voting  shares  is 

7  direcdy  or  indirecdy  owned  or  controlled  or  held  with  power 

8  to  vote  by  die  specified  foreign  bank  or  company. 

9  (d)  Nothing  in  this  section  shall  be  construed  to  define 

10  a  branch  or  agency  of  a  foreign  bank  or  a  commercial  lend- 

11  ing  company  controlled  by  a  foreign  bank  or  foreign  com- 

12  pany  that  controls  a  foreign  bank  as  a  "bank"  for  the  pu> 

13  poses  of  any  proviuons  (rf  Uie  Bank  H(4ding  Company  Act 

14  of  1956,  or  section  105  of  the  Bank  Holding  Company  Act 

15  Amendments  of  1970,  except  that  any  such  branch,  agency 

16  or  commercial  I«iding  company  subudiary  shall  be  deemed 

17  a  "bank"  or  "banking  subsidiary",  as  the  case  may  be,  for 
IB  the  purposes  of  applying  the  prohlbidons  of  section  106  of 

19  the  Bank  Holding  Company  Act  Amendments  of  1970  and 

20  the  exemptions  provided  in  sections  4(c)  (1),  4(c)  (2), 

21  4(c)  (3),  and  4(c)  (4)  of  the  Ba^  Holding  Company  Act 

22  of  1956  (12  U.8.C.  1843(c)    (1),  (2),  (8).  and  (4))  to 

23  any  fomgn  bank  or  other  company  bx  which  subsection  (a) ' 

24  applies. 
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1  OVIDELINBS  FOB  FOBBtON   BANE  0PBBATION8 

2  Sbc.  9.  (a)  Tlie  Secretary  of  the  .Treasury  in  usuing 

3  guidelines  under  this  section,  and  Uie  Federal  regulatory 

4  agencies  in  the  administration  ol  this  Act,   shall  seek   to 

5  achieve  a  parity  of  treatment  for  foreign  banks,  braochea, 

6  agencies,  and  conunercial  lending  compuaiee  relative  to  thw 

7  domesdc  counterparts.  It  is  the  purpose  of  this  Aot  to  estab- 

8  lisb  a  bauc  statutory  framework  which,  giving  due  connd- 

9  '  eration  to  the  structure  of  our  domestic  monetary  mechanisms 

10  and  our  national  interests,  will,  to  the  extent  practical,  allow 

11  foreign  banking  institutions  to  have  the  same  rights,  duties 

12  and  privileges  end  be  subject  to  the  same  limitations,  restric- 

13  ttons,  or  conditions  as  our  domestic  hanking  institutions.  It 

14  is  tiie  intent  of  die  Congress  that  this  Act  shall  establish  a 

15  pattern  for  equitable  treatment  which  State  regulators  may 

16  adopt  in  their  regulation  of  foreign  banlung  institutions. 

17  (b)  The  Secretary  of  the  Treasury  shall  issue  guide- 

18  lines  witii  respect  to  tlie  banking  operations  of  £or^gn  banks, 

19  companies,  and  individuals  in  the  United  States,  in  order  to 

20  assist  Federal  and  State  banking  agendes  in  acting  on  appli- 

21  cations  by  such  for^gn  banks,  companies,  and  individuals 

22  to  establish  branches  or  agenmes  of  foreign  banks  in  any 

23  State  or  to  acquire  interests  in  banks,  corporations  organized 

24  under  sections  25  or  25  (a)  of  the  Federal  Beserve  Act,  or 

25  commercial  lending  companies  organized  under  State  law. 
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1  (c)  In  isnung  guidelines  under  this  aection,  the  Seore- 

2  tary  of  the  Treasury  shall  endeavor  to  foster  partidpation 

3  by  foreign  interests  in  international  finandal  markets  in  the 

4  United  States  to  the  tnaximuni  extent  consistent  with  inain- 

5  lenanoe  of  iur  and  vigorous  oompetilioo  in  such  ma^ti, 

6  and  Trith  international  economic  policies  of  the  United  States, 

7  mclading  poGciea  relatmg  to  the  bdance  of  trade,  the  bal- 

8  anoe  of  payments,  fiie  international  payments  mechaaism, 

9  and  the  n^otiation  and  implementation  of  reciprocal  ar- 

10  rangements  with  other  eouDtries  to  strengthen  international 

11  trade. 

}2  (d)    Whenever  the  Comptroller  of  the  Currency  m- 

13  oeives  an  applicadon  to  establish  a  national  bank  that  mil 

14  I  be  oontTolled  by  a  foreign  company  or  group  of  foreign 
companies,  oi>  a  Federal  branch  or  agency  of  a  foreign 
bank,  he  shall  send  a  copy  to  the  Secretary  of  State,  the 

17  SeOTetaiy  of  the  Treasury,  the  Board  of  Governors  of  the 
Federal  Beserve  System,  and  the  bank  supervisory  au- 
thority of  the  State  where  the  bank,  branch,  or  agency  is 

20  '  to  be  located.  He  shall  wut  thirty  days  for  euch  officials  to 

21  snlunit  their  views  before  acting  on  tlie  applioation. 

22  (e)  Whenever  a  State  bank  supervisory  authori^  re- 

23  oeives  an  application  to  establish  a  branch  or  agency  of  a 

34  formgn  bank  or  to  o^anize  a  bank  or  a  commercial  lending 

35  company  that  will  be  controlled  by  a  foreign  company  or 
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1  group  of  foreign  compauies,  be  stall  transmit  a  copy  of  such 

2  application  to  the  Secretary  ot  the  Treasury,  the  Secretary  of 

3  i  State,  and  the  Board  of  Governors  of  Ibe  Federal  Reserve 

4  System,  and  sbnll  allow  a  thirty-day  period  within  which 

5  their  views  and  recoimnendations  may  be  eubmitted. 

6  (f)  Whenever  the  Board  of  Governors  o(  the  Federal 

7  Reserve  System  receives  an  application  from  a  foreign  com- 

8  I  pany  or  group  of  foreign  companies  for  approval  under  sec- 

9  tion  3  of  the  Bank  Holding  Company  Act  of  1956   (12 

10  U.S.C.  1842)  or  recfflves  an  aj^lication  from  a  foreign  bank 

11  '  under  sections  25  or  25  (n)  of  the  Federal  Reserve  Act  and 

12  '  whenever  the  responsible  Federal  banking  agency  under  the 

13  Bank  Merger  Act  (12  U.S.C.  1828(c) }  receives  an  appH- 

14  cation  under,  tliat  Act  involving  a  bank  that  is  controlled  by 

15  '  a  foreign  company  or  group  of  fordgn  companies,  it  shall 

16  transmit  a  copy  of  such  application  to  the.  Secretary  of  the 

17  '  Treasury  and  the  Secretary  of  State  and  allow  a  thirty-day 

18  '  period  within  which  their  views  and  recommendations  may 

19  '  he  submitted. 

^  '         (g)  (1)  Sveiy  branch  or  agency  of  a  foreign  bank  and 

21  every  commercial  lending  company  controlled  by  one  or  more 

22  foreign  banks  or  by  one  or  more  foreign  companies  that  con- 

23  \tToi  A  foreign  bank  shall  ctmduct  its  operations  in  the  United 

24  States  in  full  compliance  with  provisions  of  any  law  of  the 

25  United  States  or  any  State  fltereof  which— 


,v  Google 


31 


29 

1  (A)  prohibit  digcrimination  •gainst  any  iodivldual 

2  '         or  other  person  on  the  basis  of  the  race,  color,  religion, 

3  I         sex,  marital  status,  age,  or  national  origin  of  (i)  such 

4  I         individual  or  other  person  or  (ii)  any  officer,  director, 

5  I         employee,  or  creditor  of,  or  any  owner  of  any  interest 

6  I         in,  such  individual  or  other  person ;  and 

7  i  (B)    apply  to  national  banks  or  8tat«>chartered 

8  I         banks  doing  business  in  the  State  in  which  sodt  branch 

9  or  agenoy  or  oommercial  lending  company,  as  the  case 

10  .         may  be,  is  doing  bosiDess. 

11  (2)  Notwithstanding  any  other  provision  of  law,  no  ap- 

12  I  plication  for  a  branch  or  agency  under  this  Act  shall  be 
33  i  approved  by  the  Comptroller  and  no  application  refened  to 

14  i  in  sabseotion    (d),    (e),  or   (f)    of  this  section  shall  be 

15  I  approved  by  the  Comptroller,  the  Board  of  QovemoTs  of 
the  Federal  Reserve  System,  or  a  Stat»  bank  saperviaoiy 

17  authority,  as  the  case  may  be,  unless  the  entity  making  the 

18  application  has  agreed  to  conduct  all  of  its  operations  in  the 
United  States  in  full  compliance  with  provisions  of  any 
law  of  the  United  States  or  any  State  thereof  which— 

21  (A)  prohibit  dismminatioD  against  individuals  or 

other  persons  on  the  basis  of  the  race,  color,  religion, 
sex,  marital  status,  age,  or  Rational  otigin  of  (i),sncb 
individual  or  other  person  or  (ii)  (my  officer,  director, 
employee,  or  creditor  of,  or  any  owner  of  any  interest 
in,  such  individual  or  other  person;  and 
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1  (B)    apply  to  national  banks  or  State-chartered 

2  banks  doing  business  in  the  State  in  which  the  entity 

3  to  be  established  is  to  do  business. 

4  BBPKB8BNTAXIVB    OFFICES 

5  Sbo.  10.  (a)  Any  foreign  bank  that  munttuns  an  office 

6  other  than  a  branch  or  agency  in  any  State  shall  register 

7  with  the  8e<Tetary  of  the  Treasury  in  accordance   with 

8  rules  prescribed  by  him,  within  one  hundred  and  ^ghty  days 

9  after  the  date  of  enactment  of  this  Act  or  the  date  on  which 

10  the  office  is  established,  whichever  is  Uter. 

11  (b)   This  Act  does  not  authorize  (he  establishment  of 

12  Any  such  office  in  any  State  in  contravention  of  State  Uiw. 

13  OBASB-AKIKDESIST  OBDEBS 

14'  Sbo.  U.  Subsection   (b)   of  section  8  of  the  Federal 

15  Depout  Insurance  Act   (12  U.8.C.  1818(b))  is  amended 

16  by  adding  at  the  end  thereof  the  following  new  paragraphs: 

17  "(4)   TluB  subsection  and  sabseotions   (c),   (d),   (h), 
Igi  (i),  (k),  (I),   (m)i  and  (n)  of  this  section  shall  apply  to 

19  any  branch,  ageney,  and  any  commercial  lending  company 

20  controlled  by  one  or  more  forogn  banks  or  by  one  or 

21  more    foreign    companies    tliat    control    a    foreign    bank, 

22  as   those   terms   are   defined   in    the   International   Bank- 

23  ing  Act  of  1977,  in  the  same  manner  as  they  apply  to  an 

24  insured  bank,  and  for  that  porpose  the  appropriate  Federal 
25 1  banking  agency  qhall  be  the  Comptroller  of  the  Currency 
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1  with  respeet  to  &  Federal  branch  or  agency  of  s  foreign 

2  bank  and  the  Board  of  OovemoTB  of  the  Federal  Beserre 

3  Systran  with  respect  to  a  hrancb,  agency,  or  conunerdal 

4  lendbg  company  sabndiary  operating  pnisaant  to  State 

5  law. 

6  "(5)  Tins  Bubsectiov  and.  saJMeclions   (c),   (d),   (h), 

7  (i),   (k),   (1),   (m),  and   (n)   of  this  section  shall  apply 

8  to  any  foreign  bank  or  company  to  whieh  subsection   (a) 

9  of  sectaon  8  of  the  International  Banking  Act  of   1977 

10  applies  and  to  any  subsidiary  (other  than  a  bank)  of  any 

11  such  foreign  bank  or  company  in  (he  same  monner  as  they 

12  apply  to  a  bank  holding  company  and  any  subsidiary  there- 

13  of  (other  than  a  bank)  under  subparagraph  (3)  of  this  sub- 

14  section.  For  the  purposes  of  this  subparagraph,  the  term 

15  'subsidiary'  shall  have  the  meaning  assigned  to  it  m  section  2 

16  of  the  Bank  Holding  Company  Act  of  1956.". 

17  BBOVIATION  AHD  BNPOBCEHBNT 

18  Sec.   12.    (a)    The  Comptroller,   the  Board,  and  the 

19  Secretary  of  the  Treasury  are  authorized  and  empowered  to 

20  issue  such  rules,  regulations,  and  orders  as  each  of  them  may 

21  deem  necessary  in  order  to  perform  their  respective  daties 

22  and  functions  under  this  Act  and  (o  administer  and  carry 

23  out  the  provisions  and  purposes  of  this  Act  and  prevent 

24  evasions  thereof. 
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1  (b)  Compliance  with  die  requirements  imposed  under 

2  this  Act  shall  be  enforced  under  sec^n  8  of  the  Federal 

3  Deposit  Insurance  Act  by  the  appropriate  Federal  bank- 

4  ing  a^ncy  as  defined  in  limt  Act 
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Mr.  St  GnifAiN.  In  an  eflbrt  to  accommodate  those  who  wish  to 
be  heard,  notwithstanding  the  considerable  period  of  time  devoted 
to  this  one  facet  <^  international  banking  operations  last  year,  the 
subcommittee  has  elected  to  hold  3  full  days  of  hearings  to  make 
certain  that  a  number  of  conflicting  points  of  view  will  be  presented 
fiilly  to  the  subcommittee  by  witnesses  representing  particular 
viewpoints. 

The  subcommittee  has,  as  well,  encouraged  the  submission  of 
written  statements  and  it  is  the  intention  of  the  Chair  to  defer  for 
at  least  1  week  after  the  final  date  of  testimony,  on  July  19,  before 
scheduling  a  subcommittee  markup,  so  that  all  members  of  the 
subcommittee  will  have  a  full  opportunity  to  consider  a  number  of 
proposed  amendments  to  the  bill,  includmg  suggestions  for  modifi- 
cations submitted  by  the  Federed  financial  regulatory  agencies  as 
well  as  spokesmen  for  the  administration.  By  adopting  this  proce- 
dure, it  remains  our  hope  that  we  will  be  able  to  complete  final 
action  on  this  long-standing  request  of  the  Federal  Reserve  Board 
prior  to  ^e  end  of  the  first  session  of  the  95th  Congress  and,  if  not, 
early  in  the  second  session. 

Since  each  of  the  members  of  the  subcommittee  has  been  pre- 
viously furnished  copies  of  Vice  ChairmEin  Gardner's  speech  of  May 
2,  19t1,  renewing  the  request  of  the  Board  of  Governors  for  thu 
I^islation,  and  were  furnished  a  section-by-section  analysis  of  the 
provisions  of  the  bill  contained  in  my  floor  remarks  upon  its 
introduction  on  May  23, 1  will  merely  highlight  what  I  believe  to  be 
the  compelling  case  for  our  consideration  of  the  International 
Banking  Act  at  this  time. 

The  continued  rapid  growth  of  foreign  bank  operations  in  the 
United  States  with  aggregate  assets  now  totaling  $76  billion — a  30 
percent  increase  in  the  last  4  years—makes  it  imperative  that  the 
Congress  respond  favorably  to  the  request  of  the  Federal  Reserve 
Board  for  appropriate  legislation  embodied  in  the  provisions  of  H.R 
7325. 

We  can  no  longer  accept  the  fact  that  there  is  a  total  absence  of  a 
national  policy  and  regulatory  framework  in  the  increasingly  im- 
portant area  of  foreign  bank  operations  in  the  United  Stat^.  The 
growth  of  foreign  assets  from  approximately  $7  billion  in  19Sfi  to 
more  than  $76  billion  in  a  little  over  a  10-year  period,  involving 
S4>proxiinately  94  foreign  banks  operating  over  210  banking  fetcili- 
ties  in  this  country,  is  clear  evidence  of  the  need  for  action  and  the 
reason  for  the  Federal  Reserve  Board's  continued  placing  of  this 
I^islation  at  the  top  of  its  priority  list  if  it  is  to  continue  to 
discharge  its  responsioility  of  ensuring  a  smooth  functioning  of  our 
own  banking  system,  which  requires  the  continued  coordination  of 
policies  with  nationetl  monetary  and  regulatory  authorities  abroad. 

Mr.  Rousselot  has  been  delayed  at  another  hearing,  and  without 
objection  we  shall  at  this  point  place  his  opening  statement  in  the 
record. 

fHie  above  referred  to  statement  follows:] 

OPKNDtO  STATnONT  OF  HON.  JOHM  H.  ROUMKLOT 

Blr.  Chftirman' 

Aa  we  open  theae  hearing  on  H.R.  7825,  the  International  Banku^Act,  I  wonU 
like  to  welcome  Vice  Chairman  Gardner,  Mr.  Palmer,  and  Mr.  O^rien,  i        tp 
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commend  you,  Hr.  ChAirman,  for  putting  toggtber  what  promiaea  to  ba  a  very 
informative  aet  of  hearing 

Since  the  toll  before  ua  u  nearly  identkal  to  a  bill  whidi  the  Hbnaa  paand  abnoat 
a  year  ago,  a  few  mneral  obaervatiana  would  be  in  ordn  at  tUa  tima. 

1.  We  can  probabyr  all  agree  that  the  baaic  objective  of  this  lenalation  i»  to  uply 
to  foreign  banks  doing  buaineas  in  *>■■»  countiy  uie  aama  rcatrictumt  and  conditaooa 
rf  d^ng  busineae  aa  apply  to  domeatic  banks.  l  would  su^eat  to  my  ooDeapw  that 
the  w»r  to  correct  "inequitiee"  ahould  not  alwaya  be  to  increaae  tbe  Mgrae  vl 
regulation  impoeed  upon  foreign  banks  operating  in  this  county.  Tbere  mn  be 
■tHtfn"w  where  we  abould  pursue  equi^  by  reducing  the  degree  of  regulation  of  our 
duncirtic  tMnUng  ^atero. 

2.  Last  year  my  distinguiahed  colleague  from  Georgia,  Mr.  Stephens,  who  regretta- 
bly has  since  retired  offered  an  amendment  to  aection  6  of  H.R.  1SS76  whidi  would 
hare  eliminated  the  requiremuit  that  Federal  statutes  be  changed  to  permit  aa- 
tianal  banks— or  State  member  banks— to  branch  acroas  State  lines  btmn  fotajgn 
branches,  agencies,  or  commercial  lending  companies  would  be  peimitted  to  do  ao. 

The  purpoae  of  this  amendment  was  to  increase  tbe  opportunity  for  StaUa  audi  aa 
Georgia  and  Texas,  which  are  interested  in  becoming  international  banking  eenters 
to  do  BO.  States  such  as  New  Yoil  and  Califorma  which  have  b 
do  not  seek  the  unfair  competil ' 

o  give  them,  '^e  amendment  a  

by  a'dose  vote  OT  1S&-266. 1  believe  that  the  chances  of  pasting  this  legislatiixi  woold 
wMU  to  repo  "  ' 


pieaoi'vo  the  dual  hanking  i^stem  by  removing  provisions  which  wotild  extend  ttia 
authority  of  the  Federal  Reeerve  to  set  reaarvee  R>r,  to  examine,  and  to  anirove  the 
eatabUshment  of,  Stat»«hartered  foreign  bank  branches  and  agencies.  I  beliava  that 
the  extrasion  at  such  Federal  Reserve  authority  to  Statechartered  entities  ia 
unwarranted  in  the  abaence  of  a  clear  showing  that  the  States  cannot  properiy  and 
'  'y  supervise  foreign  bank  activities  and  urge  that  this  amendment  aa  wdl 

3  make  these  comments, 
Mr.  St  Gehmain.  Governor  Gfirdner,  we  have  received  your 
testimony  find  we  appreciate  having  it  a  little  bit  ahead  of  time.  I 
hope  the  Fed  can  continue  this  practice  in  the  future.  You  m«y 
proceed.  Governor  Gardner. 

STATEMENT  OF  HON.  STEPHEN  S.  GARDNER,  VICE  CHAIRHAN. 
FEDERAL  RESERVE  BOARD 

Governor  Gardnek.  Mr.  Chairman,  members  of  the  subcommit- 
tee, it  is  a  pleasure  to  testify  in  support  of  the  International 
Banking  Act  of  1977.  This  landmark  legislation  is  very  important  to 
American  consumers  and  businesses,  to  Federal  and  State  bank 
regulatory  authorities  and  legislators,  to  the  management  of  mone- 
taiy  policy,  and  to  U.S.  relations  witii  our  treiding  partners.  With- 
out attempting  to  weigh  the  importance  of  each  relative  interest, 
because  all  must  be  considered  fairly,  I  would  emphasize  that  the 
bill  is  a  domestic  bank  regulatory  measure  and  should  be  so 
characterized.  The  only  unique  thing  about  foreign  bank  ofBcee  in 
this  country  is  that  the^  are  owned  and  managed  from  abroad 
mostly  by  large  multinational  bemks  with  worldwide  assets  exceed- 
ing  $1  bulion.  As  these  hearings  will  indicate,  they  are  also  a  very 
large  and  rapidly  growing  part  of  our  domestic  banking  system. 
Their  banking  services  are  sold  to  American  consumers  and 
businesses  and  they  compete  directly  wilii  domestic  banks  that  are 
r^Tulated  and  supervisee!  under  a  comprehensive  system  of  Federal 
and  State  laws  and  r^ulations. 
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I  am  optiiniBtic  that  these  hearingB  will  lead  to  the  enactment  of 
a  law  that  is  fair  and  appropriate  for  all  parties,  embodsring  the 
ivinciide  of  oational  treatment  for  foreign  bemlu  and  conforming 
thidr  r^fidation  evenly  and  equitably  to  that  imposed  on  similar 
draneadc  hAnUng  oTganizations.  My  optimism  is  based  on  these 
&cts.  Last  year  ibis  committee  did  an  outstanding  job  in  proposing 
an  Inteniatioiial  Banking  Act  to  the  full  House  which  passed  as 
ILR  13867.  The  appropriate  subcommittee  of  the  Senate  held  a  ftill 
set  of  hearingB  on  Uiis  proposal  and  was  prevented  from  continuing 
this  work  omy  because  of  the  adjournment  of  the  Congress.  Fur- 
ther, proposals  of  this  kind  have  been  before  the  Congress  and  the 
raUic  since  1974,  and  there  has  been  ample  opportunity  for  the 
Congroas  to  hear  all  points  of  view  germane  to  this  bill. 

Two  things  have  happened  in  this  process.  First,  the  original 
legidative  proposals  have  been  changed  significfuitly  to  meet  some 
baBk  oliyeeUons,  and  the  Federal  Reserve  has  recommended  further 
changes  i^dch,  in  our  judgment,  should  meet  the  remaining  points 
of  omtroveiQy.  Second,  those  who  foresaw  a  continued  and  rapid 
growth  of  foreign  bank  operations  in  the  United  States  have  seen 
their  predictionB  fulfilled.  Since  the  introduction  of  the  Board's  first   j 
pn^rasal  in  1974,  foreign  bank  operations  in  this  country  have  j 
contbiued  to  grow  in  number,  size,  and  importance.  They  have  been  i 
ffMiiming  an  increasingly  important  share  of  tne  market  for  com-  I 
mereial  and  industrial  loans,  have  been  increasing  their  penetra-  \ 
tion  into  regional  markets  and  retail  banking  services,  and  have  J 
been  active  participants  in  domestic  money  markets.  Our  most  [ 
recent  data  show  tnat  210  banking  facilities  are  operated  by  94  1 
foreign  banks  in  the  United  States.  More  than  half  of  these  foreign  \ 
banks  operate  across  State  lines:  22  foreign  banks  have  banking 
offices  in  three  or  more  States  and  another  28  foreign  banks  have  ) 
banking  offices  in  two  States,  an  advantage  deni^  to  domestic  I 
banks.  Foreign  bank  interest  in  the  United  States  is  growing  at  a 
remarkfthly  rapid  pace  and  even  the  moat  partisan  of  those  who  J 
oppose  any  form  of  Federal  regulation  must  grant  that  further  ' 
duay  will  surelpr  complicate  the  work  of  the  Congress  in  enacting 
appropriate  l^pslation. 

Mr.  Chairman,  I  am  submitting  with  my  testimony  a  statistical 
appendix  providing  data  on  the  growth  of  foreign  bank  operations 
and  a  compendium  of  supporting  documents  intended  for  the  sub- 
committee s  use.  In  today's  statement,  I  would  like  to  address  those 
provisions  of  the  act  that  may  be  questioned  bv  later  witnesses. 

As  recently  as  3  years  ago,  msmy  held  the  belief  that  foreign 
banks  in  our  economy  were  highly  specialized  institutions  operating 
only  in  port  and  gateway  cities  where  international  trade  was 
important,  and  those  opposed  to  legislation  argued  that  their  char- 
tenng  and  regulation  could  be  left  to  the  States.  Such  arguments 
today,  in  view  of  the  extrsiordinary  expansion  of  these  banks  in  the 
context  of  the  development  of  multinational  banking,  have  been 
thorou^;^  disproved. 

'nie  raind  expansion  of  multinational  banking  has  been  occurring 
abroad  as  well  as  in  the  United  States.  The  growth  of  this  interna- 
tional financial  community  is  testing  the  regulatory  frameworks 
and  monetary  system  in  many  other  countnes.  In  Belgium,  the 
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Netherlands,  the  United  Kingdom  find  Canada,  haniring  laws  are 
currently  being  revised.  Other  countries  are  reviewing  their  exist- 
ing regulations  and  supervisory  practices.  The  business  this  subcom- 
mittee is  about  is  thus  very  common  in  other  nations  and  it  is  an 
entirely  responsible  and  appropriate  activity.  For  the  United  States 
is  alone  among  the  leading  trading  nations  of  the  western  world,  in 
having  virtually  no  national  policy,  monetary  controls,  or  P''*^")?^ 
presence  where  foreign  banks  are  concerned. 

Over  the  past  several  years,  as  we  have  testified  before,  we  have 
generally  found  the  banking  authorities  in  other  countries  to  be 
sympathetic  and  understanding  of  the  need  to  rationalize  the  treat- 
ment of  foreign  banks  in  our  country  with  our  domestic  banldng 
system.  Many  foreign  central  bankers  consider  it  surprising  that 
the  United  States  does  not  have  a  national  policy  on  foreign  banks, 
and,  in  particular,  they  recc^nize  the  l(^c  of  extending  monetary 
and  credit  controls  to  foreign  banks  operating  within  our  borders, 
and  conducting  transactions  in  our  currency.  This,  of  course,  is  a 
fundamental  reason  for  enacting  this  bill. 

The  subcommittee  should  not  be  misled  by  criticism  from  com- 
mercial bankers  abroad.  The  objections  to  the  legislation  addreased 
to  those  sections  of  the  bill  that  would  require  divestitures  or  the 
closing  of  existing  facilities  can  be  dealt  with  during  the  I^^slative 
process.  Objections  to  the  United  States  having  appropriate  powers 
to  guide  monetary  and  credit  policies  within  tlus  country  should  not 
be  given  undue  weight. 

In  the  Board's  letter  to  you  endorsing  the  present  legislation, 
there  are  included  proposals  for  amendments  addressed  to  the  most 
valid  concerns  of  those  opposing  certain  of  its  sections.  I  would  like 
to  touch  on  these  amendatory  proposals  and  underline  their 
inportance  to  the  success  of  the  legislation  before  you. 

I  have  referred  to  monetary  policy  controls,  and  your  bill  largely 
accomplishes  the  objective  of  establishing  for  foreign  banks  a  fair 
equivalent  to  the  monetary  regulations  that  affect  comparable 
domestic  banking  institutions.  The  bill  does  not  require  formal 
membership  in  the  Federal  Reserve  System.  It  simply  requires  that 
those  foreign  banks  operating  in  the  United  States  that  have  $1 
billion  or  more  in  worldwide  bank  assets  maintain  reserves  in  the 
same  way  as  the  largest  U.S.  banks,  virtually  all  of  which  are 
members  of  the  Federal  Reserve  System. 

There  is,  however,  an  omission  m  the  present  bill.  The  State- 
chartered  subsidiaries  of  large  foreign  banks  are  exempted  from 
monetary  controls.  The  Board  believes  that  the  appropriate  test  for 
the  imposition  of  monetary  controls  is  the  size  and  the  ability  of  a 
foreign  bank  to  compete  and  participate  through  its  U.S.  affiliatM 
in  our  large  money  and  credit  markets.  Thus,  the  BoEU*d  recom- 
mends that  section  7  of  the  bill  be  amended  to  require  that  Federal 
Reserve  monetary  controls  be  applied  to  all  the  U.S.  operations  of  a 
foreign  bank  that  has  $1  billion  or  more  in  worldwide  bank  assets, 
irrespective  of  whether  they  are  conducted  through  agencies, 
branches,  subsidiary  banks,  or  subsidiary  New  York  invratment 
companies.  If  we  omit  one  corporate  form  of  organization  from  such 
restrictions,  the  bill's  purpose  will  be  subverted  and  its  effectiveness 
severely  reduced. 
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Consistent  with  national  treatment,  section  5  of  the  bill  generally 
subjects  foreign  banks  to  the  same  multi-State  restrictions  that 
apply  to  domestic  banks.  The  Board  believes,  however,  that  direct 
imposition  of  the  branching  restrictions  of  the  McFadden  Act 
should  be  limited  to  Federal  hranches  and  agencies.  State  branches 
should  be  put  on  the  same  competitive  footing  as  State  banks  in 
their  home  State.  In  this  way,  foreign  banks  may  benefit  from 
future  reciprocal  interstate  branching  legislation  that  may  be 
agreed  upon  among  the  States. 

In  our  previous  comments  on  the  bill,  we  suggested  that  multi- 
State  resbiictions  apply  to  both  branches  and  agencies  of  foreign 
banks.  I  expect  you  will  hear  strong  testimony  from  State  authori- 
tiee  urging  that  agencies  remain  exempted  ti'om  multi-State  branch- 
ing resfaictions  as  the  bill  now  provides.  The  Boeu^  has  carefully 
considered  these  arguments  which  arise  quite  naturally  from  those 
States  interested  in  attractiag  offices  of  foreign  banks  to  assist  in 
entanding  their  local  industries'  participation  in  foreign  trade. 

I  would  like  now  to  propose  what  appears  to  be  a  reasonable 
alternative.  That  alternative  would  be  to  limit  agencies  of  foreign 
banks  that  are  licensed  by  the  States  in  the  future  to  powers  that 
are  no  greater  than  federally  chartered  Edge  Act  corporations, 
lliese  future  State-licensed  agencies  would  thus  be  able  to  conduct 
a  fiiU  service  international  banking  business  and  thus  promote  the 
further  development  of  international  trade  and  investment 
throu^unit  the  country.  At  the  same  time,  the  multi-State  restric- 
tions on  banking  ofFicee  conducting  a  full  service  domestic  banking 
busineBS  would  not  be  compromised.  To  exempt  agencies  entirely 
woul<iC  ill  our  judgment,  exacerbate  the  present  multi-State  advan- 
tages eqjo^ed  by  foreign  banks,  as,  traditionitlly,  agencies  have  been 
the  most  miportant  form  of  foreign  bank  activity.  This  alternative 
would  equitably  meet  the  interests  of  the  States  that  wish  to  have 
international  banking  agencies,  the  interests  of  foreign  banks  that 
wish  to  establish  international  banking  facilities  in  more  than  one 
trade  center  and  the  public  interest  of  competitive  equality  with 
our  domestic  banks. 

The  issue  of  deposit  insurance  on  foreign  bank  operations  in  order 
toprotect  U.S.  consumers  and  businesses  has  been  debated  since 
1974.  Following  the  action  of  this  committee  and  the  House  vote  on 
HJt  13876  last  year,  the  Federal  Deposit  Insurance  Corporation 
ni^eeted  in  comments  to  the  Senate  a  method  of  applying  deposit 
insurance  to  the  domestic  deposits  of  U.S.  branches  of  foreign 
banks.  In  the  judgment  of  the  Board,  that  alternative  is  far  more . 
desirable  than  the  present  section  6  of  the  bill.  The  Board  favors 
compulsory  FDIC  insurance  on  deposits  in  branches  of  foreign 
banks.  The  arguments  for  extending  FDIC  insurance  to  these  depos- 
its are  very  direct  and  simple.  The  United  States  has  enjoyed  an 
extraordinarily  successful  system  of  deposit  insurance  protecting  in 
its  end  effect  jobs,  businesses  and  our  economies  locally,  r^onally 
ind  nationally  since  the  1930's.  It  is  a  model  act  covering  virtually 
an  full-service  commerdal  banks  in  this  country.  It  is  being  studied 
sod  copied  by  foredgn  governments.  It  would  be  a  curious  turn  of 
events  to  abandon  our  world  leadership  in  this  area  by  substituting 
an  imperfect  form  of  protection.  Surety  bonds  or  pledges  of  asseta 
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cannot  be  considered  comparable  to  the  certainty  of  FDIC  insurance 
and  the  Federal  Deposit  Insurance  Corporation'a  ability  to  protect 
our  citizens  from  bank  failures. 

Because  of  the  continuing  rapid  growth  of  foreign  bank  operations 
in  this  country,  it  will  become  progressively  more  difficult  to  adopt 
grandfathering  proposals  for  their  existing  activities  that  are  equi- 
table and  consistent  with  prior  l^islative  precedent.  Your  bill 
grandfaUiers  multi-State  banking  operations  as  of  May  1,  Ifl7fi 
NnpJKpnlifjpg  nrtiyi^iipa  other  than  securities  affiliates,  are  perma- 
hently  grandfathers  as  of  December  ^j  1974.  The  Board  concurs 
stronitlv  in  the  permanent  grandfathering  of  these  activitiee  "tod 
Beueves  it  appropriate  tor  the  (JongresS  TO  KVtew  tA&  exH^Sg 
grandfathering  dates.  A  nunority  of  ttie  Rnard  halitwaa  thaap  Aate^ 
should  bg  hm"g***-  forward  to  afford  equitable  treatment  to  all 
exisUng  facilities. 

As  for  securities  affiliates,  it  will  be  recalled  that  the  Senate 
hearings  on  the  International  Banking  Act  of  1976  produced  exten- 
sive controversy  concerning  the  securities  afnilateprovisions  in  the 
present  bill.  The  Board  urges  that  the  securities  afnliations  that  are 
in  place  today  be  permanently  grandfathered  to  quiet  the  contro- 
versy, and  that,  as  a  safeguard,  the  Board  be  given  the  discretion  to 
review  these  activities  under  the  nonbanking  standards  of  the  Bank 
Holding  Company  Act  for  any  abuses  that  might  arise  over  time. 
This  would  meet  the  concerns  expressed  by  the  regional  stock 
exhanges.  It  would  also  provide  some  certainty  to  foreign  banks 
that  their  securities  afEiliates,  which  are  still  a  very  smaU  part  of 
the  securities  industry,  could  continue  to  operate  in  essenti^ly  the 
same  form  and  relative  size  as  at  present. 

As  we  have  indicated  to  the  subcommittee,  the  Board  does  not  see 
the  necessity  for  the  detailed  guideline  provisions  of  foreign  bank 
entry  in  section  9  of  the  bill.  The  State  and  Federal  regulatory 
agencies  already  have  appropriate  statutory  requirements  that 
must  be  fulfUled  by  those  who  ai^ly  for  permission  to  conduct  a 
banking  business  in  this  country.  The  provisions  of  the  bill,  which 
provide  for  consultation  between  bank  regulatory  authorities  and 
the  Secretaries  of  State  and  Treasury  on  new  foreign  bank  applica- 
tions, would  seem  entirely  adequate  to  insure  that  any  important 
foreign  policy  issues  are  considered  when  appropriate.  1  would 
expect  that  in  almost  all  cases  this  consultative  procedure  would  be 
entirely  routine. 

Legitimate  issues  that  have  been  raised  by  foreign  banks  concern- 
ing fair  national  treatment  include  a  key  issue  related  to  the 
r  nonbanking  prohibitions  of  the  Bank  Holding  Company  Act.  Last 
year  there  apparently  was  a  misconception  on  t^e  part  of  some 
foreign  bankers,  who  thoi^ht  that  the  nonbanking  prohibitions  that 
we  apply  to  banks  in  our  oomeBtic  market  would  seriously  interfere 
with  their  nonbanking  interests  abroad.  For  that  reason  we  have 
proposed  a  clarifying  amendment  to  this  bill  whereby  foreign  banks 
that  are  principally  engaged  in  banking  abroad  would  not  be  pro- 
hibited from  retaining  or  acquiring  interests  in  foreign-chartered, 
nonbanking  companies  that  have  U.S.  activities,  but  which  are 
principally  engaged  in  business  outside  the  United  States.  While 
the  Board  believeB  it  has  sufficient  regulatory  authority  under 
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!  present  law  to  deal  with  Buch  problems,  we  also  believe  it  would  be 
I  desiri^le  for  the  Congress  to  embody  this  principle  in  the  statute. 
I  In  this  proposal,  we  have  included  a  requirement  that  any  banking 
I  transactions  with  U.S.  ofHces  of  such  foreign  affiliates  be  conducted 
I  at  competitive  rates  and  terms.  In  this  way  the  firm  or  beuik 
I  involved  would  not  have  an  unfair  advEuitage  over  their  respective 
/  U.S.  competitors. 

The  Board's  carefully  considered  and  strong  support  of  the  Inters 
national  Banking  Act  of  1977  is  based  on  the  conviction  that  the 
proposed  bill  with  the  funendments  that  we  have  recommended 
would  fairW  implement  the  principle  of  national  treatment  of 
foreign  banking  organizations  operating  in  the  United  States.  In  the 
opinion  of  the  Board,  as  we  have  repeatedly  emphasized,  that 
principle  is  the  only  workable  and  equitable  method  of  dealing  with 
these  organizations. 

As  I  have  su^ested  in  this  testimony,  most  responsible  objections 
to  the  l^islation  have  been  or  can  be  met.  The  question  then  is 
dmplsr:  iHiould  we  not  put  foreign  and  domestic  banks  on  a  rela- 
tively equal  footing  now,  for  sureljf  they  should  be  in  time?  This 
I^i^tion  is  an  essential  ingredient  in  the  larger  process  of 
rationalizing  and  modernizing  our  own  bfuiking  laws.  That  work 
will  be  fairer  and  easier  if  it  is  evenly  applicable  to  all  banks  as  it 
would  be  under  this  legislation. 

The  conscientious  and  excellent  work  of  Congress  and  the  com- 
mittee should  continue  until  this  bill  is  passed.  I^e  Federal  Reserve 
18  ready  to  assist  in  any  way  necessary. 
Thank  you. 

rrhe  statistical  appendix  to  Governor  Gardner's  statement,  along 
with  a  compendium  of  supporting  materials,  both  referred  to  in  his 
statement,  follow:] 
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Tabl*  i«a 
Poralgn  Banklna  Instlcatloiw  In  tlw  Doltad  Scataa 
Llicad  by  Typ*  of  lutltutlon,  ■■  of  ApTtl  1ST7 


INITITUTI   CODE 
01      ACCNCIIS 


Banco  oi  nipoli  *GrNCY  no  'to'n 

BiNCa  NtCL  OE  MEXICO  kttHtf  NCH  TORN 

BANGKON  bank  ltd  tSENCV  NEH  TORK 

TAIYO  KOBE  LTD  IGENCT  NEW  TORN 

BANK  LEUMI  lE-ISRAEL  Xf  VORM 

BtNK  MELLI  IRtN  tGENCr  NFH  TORN 

BtNN  OF  MONTREAL  ASENCV  "EM  TORN 

BANK  OF  NOVt  SCCITt*  iieEMCV  MEN  VORK 

BtNN  SADERtT  IRAN  AGEnCT  Htm  TORN 

Bank  of  tokto  ltd  acencv  new  vorm 

canad  inpl  bn  of  cohm  agencv  nen  york 

TNOB   COOK    And    son    agency  NEN  TORN 

OAI-ICHI    NINSYO    Bank    agency  NrN  YORN 

OAIHl    BANN    ltd    agency  NE'-'  YORK 

FUJI    BANK    LTD    AGENCY  NF"  TORN 

INTL  COHM  bm  at   China  agency  nen  YonK 

norca  Exchange  bank  agency  new  torn 

mitsubishi  bank  ltd  agency  mem  york 

mit3ui  bank  ltd  agency  nen  york 

ROYAL  Bank  qf  Canada  agency  nen  york 

aUHlTQHQ  BANK  LTD  AGENCY  NEH  TORf. 

TOKAi  Bank  ltd  aGency  nch  yorn 

Toronto  dominion  b  and  t  co  "eh  vork 

the  saItana  bank,  ltd.  new  yorn 

Industrial  rank  of  jarah  ltd  nf«  york 

hdknaido  takusnoku  sank  ltd,  ne"  yorn 

Overseas  union  bank,  ltd  new  yorn 

KYONA  Bank  agency  nF"  tqrk 

Banco  dci  estado  de  sao  raulo  nch  yorn 

The  mitsu]  tr  I  Snc  CO  ltd  nfh  torn 

MITSUBISHI  TR  t  SHG  CORR  NEm  YORN 

BANCO  NERCANTIL  de  SAO  RAULO  NEH  YORK 

Banco  urouijo  nem  torn 

Banco  de  BILBAO  NEH  TORN 

Banco  union  c.a,  neh  torn 

Banco  ind  de  veneiuela  c.'a.  neh  torn 

Bank  of  neh  sciuth  halcb  neh  torn 

CUHMERCtAL  BANK  OF  RCIREA  NEH  TORN 

AUSTRALIA  I  N  ZEALAND  BNG  BR  NEH  TORN 

BANCO  OE  VIICAYA  NEH  YORK 

BANCO  HtaFAND-AMERICANO  NEN  TORK 

CUMM  BN  riF  AUSTRALIA  H[H  YORK 

BANGUE  CANADUNNC  NATIONALE  NEN  TORN 


BANCO  01  NAFOLI 

BANCO  NACL  DC  MtllCO 

BANOKOK  BANK 

TAIYO  KOBE  BANK 

BANK  LEUHl  Le*IIRtek 

BANK  MELLi  IMN 

BANK  OF  HONTHU. 

BANK  OF  HUVA  SCOTIA 

BANK  BADERAT  IRAN 

BANK  OF  TOKYO 

CANAD   IHRL   ex  OP  CDNN 

TMOB  COOK   AND  BON 

OAI>ICHl   KANBTO  IMHt 

OAIHA  BANK 

FUJI   BANK 

INTI  COHM   BK   DF^  CHIItt 

KOREA  CICHANBE  fllW 

MITSUBISHI    BANK 

HITBUI    BANK 

ROYAL  BANK  OF  CINAO* 

■UHITONO  SINK 

TUNA I  BANK 

TOROHTD  OOMINIOM  %Um 

SAITAHA  BANK 

nnosT  BMB  or  AMi 

HDNNAIOO    rANUBHWU 
OVERBEAS   UNION  BANK 
KVOHA    BANN 
ESTADO  DC    SAO  'AULO 
MITBUI    TR   S   BKS  CO 
MITSUBIIHI    TR  S  MS 
MCRCANTL   OE    SAO  NULO 
BANCO  UROUIJO 
BANCO  DE    BILBAO 
BANCO  UNION 
BANCO   INDUBTk   OC  VCM 
BR   OF   NCH   IQUTN  MALSS 
COMh   BANN   OF   KOREA 
AUST   t   NEN    HALAND  BR 
BANCO  DE    VIICATA 
SCO  HlSRANO-AHERtCAHO 
CONN   BK  OF    AUSTRALIA 
BANSUt  CANAD  HAJLi 


,v  Google 


iHiTiruie  CODE 

»      AOCNClEa 


Tabla  lOa.  pa>«  I 


oBcuiunc* 


IIOCtAVg   BANK    Itttl    tUHtl 


BiaCL'va   BflOU^ 


UtVO  KOBE   ABENcr 
llNR   OF    TOKVO   AGENCY 
Ul-tCNi  MiNCvo  Bank  agencv 

DtIHA    BANK    t6[NCT 
EUWCAN-APIEIIICAN   BKB    CORP 
'UJI    BANK    IQENCV 
<0«EA    EXCHANCC   BANK   ACENCV 
'ITBUBISHI    BANK   LTD  ASETV 
"ITBUI    BANK   LTD   ABENCV 
UlSa  CBEDtT  BANK    IBCNCV 
lOMAt    BANK    ACENCT 
llHCO    Dt    BONA    ASENCV 
llHK   OF    HONTBEAL    AGENCV 
DhK  OF   NOV*   aCOTU   AGENCT 
llMK   OF    TOKYO   ACEnCV 
IIHBUE    HATLE   DE   •iRIS  AGENCV 
IMCLATS   bank    INTL   AGENCV 
CMAC    IH'L    BK   Of    cDNN   tGENCT 
CnirtD    BAhK    of    LONDON    AGENCY 
*HMK0N6    t    BHAHGHtl    Dm    A6ENC 
NtTL    MESTMINBTEB   BANK    AGENCY 
•HILI^FINE    NATL    BANK    ISENCV 
•OYAL    BANK    OF    CANADA    AGENCY 

lAHNA  Bank  ltd  agency 
IU"ITOH0  BANK  LTD  IGENCV 
btia  Bank  corf  Agency 

lOKMTO  DOMINION  BANK  AGENCY 
iHtNGHAI  COMMERCIAL  BANK  LTD 
lANK  Of  BRITIBH  CDLUnBIa 
lAKCO  BO  BRAIIL 
iRBUaiBIAt.  BANK  OF  JAFAH  LTD 


LOB  ANGELES 
L08  AnGElES 

LOB  ANGELEB 
LOS  ANGELES 
LOl  ANBELEa 
LOS  ANGELES 
LOa  ANGELES 
LOa  ANGELES 
LOa  ANGELES 
LOa  ANGELES 
LOS  ANGELES 
Ban  FNANciaco 

BAN  FRANCISCO 
SAN  FRANCISCO 

SAN  Francisco 

San  FRANCISCO 
IAN  FRANCISCO 
San  FRANCISCO 
SAN  FKANCISCO 
SAN  FRANCISCO 
SAN    FRANCIaCD 

Sin  FBANCiaco 
Sin  FRANCISCO 

SAN  FRANCISCO 
SAN  FHANCI8C0 
SAN  FRANCISCO 
SIN  FRANCISCO 
SIN  FRANCISCO 

San  FRANCISCO 

SAN  FRANCISCO 
LOS  ANGELES 


TAtrO  KOBE  BANK 

BANK  OF  TOKYO 

OAI-ICHI  KANBTO  BANK 

DAIHA  BANK 

EUROPE  AN- ANEII    'OROUf' 

FUJI    BANK 

KOREA  EICHANGC  BANK 

"ITSUBIBMl  BANK 

HITSUl  BANK 

SHiaa  CREDIT  BANK 

TOHAI  BANK 

BANCO  01  NOMA 

BANK  OF  mONTBEAL 

BANK  OF  NOVA  BCDTIA 

BANK  OF  TOKYO 

BANOUE  NaTLE  DE  RARIB 

Barclays  grduf 

CANAD  IMFL  BK  Of  conn 
STAnD-CNARTERED  GROUR 
HONGKONG  AND  SHANGHAI 
NATL  hESTMINSTER  BANK 
FHILlFFINt  NATL  BANK 
ROVAL  BANK  OF  CANADA 
aANMA  SANK 

Sumitomo  hank 
sutaa  SANK  coRR 

TORONTO  DOMINION  SANK 
SHANGHAI  CONN  BANK 
BANK  OF  BRIT  COLUMBIA 
BANCO  DO  BRAalL 
nODST  BAHK  OT  JAPAN 


,v  Google 


IHITITUTE  CODE 
01      ASCNCICI 


labia  20a,    pafa   3 


StNCO  DE  COHCMCIO 
EUROPEtN-«ME"ICiN  BKG  COAP 
CMCDtT  LVQHNUB  PlHIS 
a<NC*  CQHMERCULE  ITtLUN* 
ONESDNCR  W   AG  FAlNNFOMT 
MOKKIIDD  T1KUSH0KU 
■AITtH*  BANK 
lANCO  DO  BRtllL 
ALOEMENE  BN  NEOEHLAND 
BANCO  NATL  DE  MEXICO  ASENCV 
NrOMt  BlNK  ASENCT 
BANCO  REAL  AGENCr 

Banco  do  estado  oe  >ao  paulo 

BANK  LEU**!  LE-lSRAELiB.N. 
BANfiMOK  BANM  LTD  AGEbCV 
•ANN  SAOEtAT  IHaN  ABEnCV 
Bank  haroalik,  b.h. 
'hilippinc  natl  bank  a6encv 


LOI  AN6ELE9 
B(N  FRtMCiacO 
LOS  ANGELES 
LOS  ANGELES 
LOS  ANGELES 
LOS  AN6ELES 
LOS  ANSELES 
LOS  ANBELES 
LOS  ANCELES 
LOS  ANGELES 
LOI  ANGELES 
LOS  ANGELES 
SAN  FRtNCISCO 

bevcrlv  hills 

San  prancISCu 
l0>  angeles 
bevehlt  "ills 
honolulu 


BANCO  OE  COMOCIO 
EUAO^EANaAMCII  'GMOUP* 
CREDIT  LVONNAIS 
SANCA  eOHfl  ITALIAN* 
DRESONEK  BANK 
HOKMAlOO  TAKUBHOKU 
SAITAHA  BANK 
BANCO  00  BMAIIL 
ALCEHENE  BK  NCDERLAMO 
BANCO  NACL  DC  NEKtCO 
NTDNA  BANK 
BANCO  REAL 
ESTADO  DE  BAD  PAULO 
BlNK  LCUHl  LE-ISRAEL 
BANGKOK  SANK 
BANK  IAOC^AT  IRAN 
BANK  HAPOALIM 
PHtLIPPIMC  NATL  BANK 


,v  Google 


IMaTITUTE   CODE 
02      8R«NCHEI 


OtEUIZATim 


BAdClAVS  BtH«    INT 


SAVCLIVS  CltOU^ 


a*NCO  DC  BOGOTA 

•iNCn  DI   ■□«* 

BAHCn   DO   BRtSlL    BntNtH 

BANCt    CQNH    iTtLItN*    BHltCH 

B«NCA   DEL   LtVORQ   miHCH 

BIMCO  DE  L'    HteiON 

S«NCD  ntn  tftkHtn 

BANK    fVm    BEHCINHIRTICHtrT 
BAXK    H*»0*LIH   B,H, 
BdO   rflix   DE    CO"   E«TE>IEu« 
B»ICl.l<rS  BiNll    INTl   BfflNCH 
B*N01tE   SiTIONlLE   DC   PIDIB 
iE*LIM   HiNDELB  ■   rHNKraT   BK 
C>l*flTO    BINN    OF    LONDDM   BRiNCH 
COHMERIBINK    *KT    BRINCH 
CBEDIT    IHOUBTBIEL   ET  COmml 
CREDIT   IVONNtIB  BRANCH 
CREOTTO    ITiLl'NO 
DEUTSCHE  CruDBBENSCHAFTSflM 
duesonei)  bank  branch 
HABin  bank   B"INCH 

HUICKQMC    1    aHANQHAl    B"   BNAMC  ^ 

ISBACL    DISCOUNT   BANK  k 

LUIYOB   |K    IHTL    iTo  » 

lonb-ter*<  credit  6K  of  japan  « 

natl  bank  of  pakistan  branch  » 

NATL   hESTHInSTER  bank  brauCh  * 

ALBE^ENC    BK    NEOERLAND   branch    a 
NIPPON    FUD09AN    BAmk    ltd 

RHILTPPINE  NATL  Bank  branch 
SANriA  Bank  ltd  branch 
BTANOIRO   CHARTERtO  SINK    LTD 
BTATE    BANK    OF    INDIA    BRANCH 

tUNlTQMu   TR   I    BKG  CO  LTD 
BHiss  Bank  co>f  branch 
l-ISB   CREDIT    BANK   rRanCh 
TOVO    TRUST    t    BANKING   CO    LTD 
UNION    BANK    OF    BAVARIA 
UNION    BANK    OF    SWITZERLAND 


YORK 

BANCO  OE  eoBOTA 

YORK 

BANCO  DI  RQHA 

YORK 

Banco  do  brasil 

YORK 

BANCA  COM"  ITALIANA 

YORK 

BANCA  NAIL  DEL  LAVORD 

YORK 

BANCO  OE  LA  NACION 

YORK 

BANCO  REAL 

YORK 

BK  SEHEINrttRTBCHAFT 

YORK 

BANK  HAPO*LIM 

YORK 

BNS  FRAt*  DC  COM  ElT 

YORK 

BARCLAYS  CROUP 

YORK 

BANBUE  NATLE  DE  PARIS 

YORK 

BERLIN  HANOLB  t  FRMFT 

YORK 

BTAnD-CHARTERED  BROUP 

YORK 

CUNNERIBANK 

YORK 

CUHF  FtN  OE  SUEI 

YOPI 

CREDIT  LY0NNAI8 

YORK 

CrEDITO  ITALlANO 

YORK 

DEuT  GENOaSENSCHAFTBK 

YORK 

ORESDNER  BANK 

YORK 

HABIB  BANK 

YORK 

HONSKONG  AND  SHANGHAI 

ISRAEL  DISCOUNT  BANK 

YORK 

LLOYDS  CROUP 

YORK 

LONG  TERN  CREDIT 

YORK 

NATL  BANK  OF  PAKISTAN 

YORK 

•■ATL  HESTHINSTER  BANK 

YORK 

ALGEMENf  BK  NEOERLAND 

YORK 

NIPPHN  FgOOSAN  BAMK 

YORK 

PHILIPPINE  NATL  BANK 

YORK 

SAN,1A  BANK 

YORK 

STand-CHaRTERED  GROUP 

YORK 

STATE  BANK  OF  INDIA 

SUHITOHO  TR  1  BKG  CD 

SoiSS  BANK  CORF 

YORK 

SkISS  crcuit  sank 

YORK 

TUYU  TR  1  BKG  CD 

YORK 

UNION  SANK  OF  BAVARIA 

YORK 

UMCN  BANK  OF  SnITI 

,,Google 


iNariTuTC  cooc 

03     IRtNCHES 


T(bt*  10a,  pag*  S 


nSTDEUTBCHE   k*NDCB»*NN 
VASUQi    TlUST    1    SXe    CO   LTO 
>1HK    or    NOVl    SCQTIt    SRtSCH 

BtNM  OF  NOV*  aCOlIt  SRtNCH 
BtRCLAVf  e«NK  INTL  BHAMCM 
ROVtL   BtNK  OF   ClNtDt  BMinCH 


KWtH    BINK    NEOCftllNO   X.V, 
BiNC*   CO*<><ERCMl.£    tTtLtlNt 
BtMK   I.EUHI    LE>ISRiEL 
BtRCLtTl   BANK    INTL    BRANCH 
B4N0UE    NATIONtLE    DE    PtRIS 
BNQ   DE   LInDoCHInC   ET   DE    iuEZ 
THE  CHARTERED   BANK 
CO»HERZS«NM    tXl    BRANCH 

credit  itonnais  brtnch 
oresdnEr  bank  branch 

HONCKONG    I    BHA'^GHaI    iN    eRAMC 
KOREA   CiCHANGE    BANK    BRANCH 

INTL  ci^NX  Bk  of  China  branch 
LLOYDS  SK    INTL   L To 
NATIONAL    BN    OF    CREECE    8.1. 
NATL  MEsTMlHarER   BANK   BRANCH 
SANDA  Bank  baanch 

STATE    BANC    OF    INDIA    RRtNCH 
THE    SUHITOHfl   BK    LTD 

SnIBS  Bank  corp  Branch 

UNION   BANK   OF    BAVARU 

UNION  Bank  of  BmITIERLANO 


NfM  YORK 

NESTDCUTBChE  L'NDEStlt 

NEk  YORK 

VASUDA  TR  t  exe  CO 

SAN  JUAN 

BANK  OF  NOVA  SCOTIA 

SAN  JUAN 

RUVAL  BAHM  OP  CANtOA 

CHUtSTENSTEO 

BANK  OP  NOVA  BCOTIA 

CHARtOTTE  ANAL 

BARCLAVB  GROUP 

CHRISTENBTED 

ROYAL  BANK  OP  CAMAO* 

CHICMO 

AL6ENENE  BR  MEMKLAND 

CHlCAeO 

BANCA  eONM  ITALIANA 

CHICAGO 

BANK  LCUmI  LE-ISRAEL 

CHlCABO 

BARCLAYS  GROUP 

chicaso 

BAMQUe  NaTlE  OE  PARIB 

CHICAftO 

CONP  FIH  DE  SUEZ 

CHICAGO 

•TAHS-CHaNTEREO  GMUf 

CHICAfiO 

CDHHEaZBANK 

CHtC*GO 

CREDIT  LYONNAIS 

CHICAGO 

DRtBDNER  BANK 

CHICAGO 

HONCKONB  AMD  BHANGH*! 

CHICAGO 

KOREA  EXCHANGE  BANK 

CHICAGO 

INTL  CONN  BR  Of  CHIMA 

CH  CAGO 

LLOYDB  GROUP 

CH  C*CO 

NATL  BANK  OF  GREECE 

CH  CAGO 

NATL  ■ESTMINBTER  BANK 

CH  CAGO 

BANaA  BANK 

CH  CAGO 

STATE  BANK  or  INDIA 

CHICAGO 

SUHITUHO  BANK 

CHICAGO 

SNIBS  BANK  CORP 

CHICAGO 

UNION  BANK  OF  BAVARIA 

CHICAGO 

UNION  BANK  OF  INITI 

Sank   of    TOkvO  LTD   branch  PORTLAND 

CANAn    IHPL    BK    OF    COHH   SRANCH  PORTLAND 

Bank  QF    TOKvO  LTD   BRahch  SFATTlE 

CANAD    IMPL    BN   OF    COHH   PRtNCH  SFATTLE 

THE    CHARTERED    BANK  SFATTLE 

HONGK0I4C   t  SHANGHAI    NKG  CORP  SEATTLE 

TAIYO  KOBE   RANK   LTD  SEATTtE 


BANK   Of    TOKYO 

CANAD    INPL   BK   OF   CONN 

BANK    OF    TOKYO 

CANAD  tNpL  BK  Of  com 

StAND'CHARTEREO  BROuP 

HONGKONG  AND  ShanGNAI 

TAIYO  KOei  BANK. 


,v  Google 


tHSTlTUTE   coot 

OS    lANKiHc  tueaioii«iBa 


"'""""'"""' 

T«bl«  10a,  paga  6      ,  . 

■ANN 

"it 

MUn  lAIHK 

NiNC 

OBGAnUnCM 

*TL*1TIC    BANK  OP  KEN    VDHK 

NEH 

TODK 

NATL  BANIC  OF  6RECCE 

BANK    LCUHI    T'UIT   CO 

NEH 

YORK 

BANK   LEUMI    LE-IBfltlL 

BANK   Of   MONT"[*l.    T"UaT  CO 

NEN 

YORK 

BANK   OF  ftONTREAL 

BANK   or   NOVA   SCOTIA   TflUBT  CO 

HEN 

TOBK 

BANK   DP   NOVA   SCORIA 

SANK    0'    TOKVO    TRUIT   CD 

NEH 

YORK 

BANK    DP    TOKYO 

■arClAVS   bank   of   NEh   YORK 

NEH 

YORK 

BARCllva   SROUP 

CANAO    IMPL    B"    COHM    T*U8T    CO 

NER 

YORK 

CANAO    INRL    BK    DP    CONN 

CUROPEAN-AKCRICAN    B    AND    T    CO 

NER 

YORK 

EUROPE IN- ANEfl    'CRDUPi 

rujl    iANN    1    TRUST  CD 

NEN 

YORK 

FUJI    BANK 

.S-JSTRIAL    BANK    OP    JAPAN 

HEN 

YORK 

INDDST  BMU  or  JMMi 

IBRAIL    OIBCOUNT   BANK 

NEH 

YORK 

IWitl  eiBcOiWT  Hank 

■EPUBlIC   NATL   BAUk   OP   Hi 

NEH 

»ORK 

TRADE    DEVELOPMENT    BK 

ROTAl    BK    op   CANADi    TRUST   CO 

NE> 

YORK 

ROYAL    BANK    OP    CANADA 

SCHRODER    TRUST  CO 

NE- 

YORK 

SCHRODER   GROUP 

TORONTO    DOHINIOn    ItNN    AGENCV 

NE" 

YORK 

TORONTO    DOHINIDN    HANK 

U.S. A. P.     ARAB-AMERICAN    BANK 

NCR 

YORK 

BOB   AflASES   t   FRAN 

PIR8T    NATIONAL    SK    PUERTO   RlC 

NATO  RET 

BANCO   DE    SANTANDER 

BANCO    DI    ROMA 

CHICA60 

BANCO   DI    BONA 

FIRST    PACIFIC  BK   OP   CMICASO 

CHICABD 

DAI-ICHI    KaNGYO  SANK 

KO«EA    EMCMAN6E    B«   OP    CALIP 

LOS 

ANGELES 

KOREA    EXCHANGE    BANK 

LtOTOS  ■«   Op   CALIP 

LOS 

ANGELES 

LLOYOS  GROUP 

NITBUBIS"!    BANK    OP    CALIF 

Lns 

ANGELES 

"ITSUBI8HI    BANK 

"IT8UI    BK    DP    CiLlfORNJl 

LOS 

ANGELES 

NITSUI    BANM 

TOKAI    BN    OP    CALIPORNIi 

LOS 

AN6ELE8 

TOKAI    BANK 

BANK    0'    XONTREAL-CiLIPDRNll 

SAN 

FRiNcisca 

BANK    OP    MONTREAL 

BarClatb  bank  op   CALTPORNH 

SAN 

Francisco 

Barclays  grOup 

CALIPORNU    CANACIiM    SiMK 

Si^ 

PRiNClSCO 

CANAU    I"PL    BK    OF    CdP" 

C*LIPORNl»    FIRST    BANK 

Sin 

FRlNCISCO 

BANK    UP    TOKYO 

CHARTERED   BK   QF    LDNOON-C»lIF 

liN 

FRtNCtSCQ 

stano-chartered  group 

FRENCH    BANK    OF    CALIFORNIA 

SAN 

FRINCISCO 

BANOUE    NATLE    OE    PARIS 

MONGKONC    BK    OF    CALIFORNIA 

8«N 

FRlNCISCD 

KGNGKOHG    AND    SHANGHAI 

BANNA    BANK    DP    CALIFORNIA 

SAN 

FRANCISCO 

SANnA    bank 

SUMITOHO  BAN*  OF   CALIFORNIA 

SAN 

FR*NCiaC0 

sunitomu  bank 

TOROMTO   OOHINIDM   SM    OP    CALIF 

SAN 

FRANCISCO 

TORONTO    DOMINION    SANK 

,,Google 


INCTITUTi  CODE 

OS      INVESTMENT   CONP. 


TabU  10a,    pas"  ' 

FUtm  bukhk 


EUROrE'N-AHERICIkN  BNS  COH^        NED  YORK  EuffOPEAN.iHCR    'HOU 

'RCNCM-kHEniCtN   BKS   COR*  It*   VORK  BlNflUE   NATLE   Dt  PUt 

i  HE^tRT   ICHROOER    IKB   CORP  NEH   THRK  SCHRODER   GROUP 

NORDIC   IMERICIH  atNNlNa   COR*   NEK   TOHK  SVEnIKI   HANDELSBANR 

BAEK  ANEDICtN  BKS  CORP  NEH   fORK  BtER   AHER  BKB  CORP 


,v  Google 


iNBTtTUTE    CODE 
o«    tcaxamm  oorpc«*tichs 

Tihlc  20a,    pttt  a 

■  »Nt<  Cnr  MRBMT  UHKUC 

"*"'  ORQWIZAIIGR 


cu*Q*e«N-«NenictN  iNQ  co"P      CMicteo  EuiovctN-tMcn  'Biinup' 


TOKVO  tANCOBP  tNTERNtTIDNlk   HOUSTON        BUNK  OP  TUKVO 


,v  Google 


Tibia  20b 
ForalgB  Buklng  I&ltltutlaiu  In 
Lilted  by  Gauntry  of  Pirenc  Biid 


onrm       OBCunzAncH 


BkNBuE  NtTLC   DE   PtKIl 


CKDIT  ITONNlIS 


COHP  riH  DE    SUEZ 


OS  FRENCh'tMERIClN  BKG   CORP  NlH   TORH 

02    aiNQUE    NtTIONtLE    DE    PtRIS  NEH    vaBK 

02   itNSUE    »tTION<tLE    DE   PtnlS  tHICiCO 

01    RINOUE    NtTLt    OE   RAfllS   iBENCT  IAN  FRiNCISCO 

DJ   rsEMCH   SINK   OF    CALirORNU  MM    FRtNCItCO 

01  CREDIT    LTONNkia    SRtMCH  NEH    YORK 

02  CREDIT    LVONNAIS   BRANCH  CHICtBU 

01  CREniT   LYOtNlIS    PiRIS  LOS    IHSELES 
at   CREDIT   InDUSTRIEL  ET   COHi»(.        nEN   YORK 

02  RMO  OE   LTNOOCHINE   ET   OE   lUEI  CHICiBO 

01  U.B.i.F.   lRtB-*HERIC«H  BANK      NEM   YORK 

02  HMO  FRiN  DC  CQN  EITCRIEUR  hEx   YORK 


;Ct)NtNY,   PEDERtL   REPUBLIC   OF 


OREIDNER  B«NK 


UNION  BINK  or  BlViRU 

HESTOEUTSCHE  LINDESSk 
BK  GEfEINNIRTBCHtFT 
BfALiN  HlNDLB  I  FRnET 
DCUT  GENUSSENSCHiFTBK 


COHMERZBiNK  tKT  BA*NCH 
COHMCRZBtNO  tXT  BRANCM 
DRESDnER  BANK  BRANCH 
OREaONCR  BANK  BRANCH 
DRESDNER  BK  tC  FRiNNFORT 
UNlUN  BANK  OF  BAV4RIA 
UNION  BANK  OF  BAVARIA 
HESTDEUTSCHE  LANDESBANk 
BINK  FUR  CENEINKIRTSCHAFT 
BERlIN  HINOElS  t  FRNKFRT  Bl 
DEUTSCHE  GEN0saENSCHAFT.9BK 


Nil!  YORK 

CHIClSO 
NEh  YORK 
CHICASCJ 
LOS  AnCELEB 
NEk  YORK 
CHICAGO 
NEW  YORK 
NEW  YORK 
NCM  YORK 
NEm  YORK 


NiTL  BlNK  OF  GREECE 


BANCA  COMH  ITALIAN* 

BANCA  NAZL  DEL  LAVORQ 
Banco  DI  NiPOLI 

Banco  01  RQHA 


*NCA   COHH    ITALIAN!    BRANCH 
NCA   COmHERCIALE    ITALTANA 
NCA    COHMERCIALE    ITALIiNA 
NCA    DEI    LAVORO   BRANCH 
NCa   01    NtPOLl    AGENCY 
NCO    01    ROMA 
NCO    01    RON* 
NCO    01    ROMA    AGENCY 


NEM    YORK 

CHICAGO 

LOS   ANGFLES 

NEW   YORK 

hE«  TQRK 

nEn  torn 

CHICAGO 

SAN    FRANCISCO 


,v  Google 


nmtr      okuiutioh 


CKCDITO   ITtLIlNO 


e?  CKEDITO   ITtLItNO 


tTHCHLtNOB 


02  tLBEHENE  SK  HEDCRLIMO  BRANCH  NEh  VO"n 
0>  *LBEMENe  BtNN  NEOEHLIMD  N.v,  CHlCiCU 
01    iLGEHEhe   SK    NEOtl>l.*ND  LOB    ANGCLH 


BlKCa   UMUIJO 
UNCO  DC   NIIBIO 
BINCO   DC   VllCiVl 
BCD   HtS*AHO-iHCRtC*NO 
Unto   DC   9tNT*H0EI> 


01  HlNCa   UttOUIJO 

01  BtNCO    DE    BILBAO 

01  KlNCO    DC    Vi:ClVl 

I  BaMCO   HtSPlNO-lHERICtNO 


I  vaoK 

I    YORK 
I    YORK 


01   FIRST    MtTIONlk    BX    RUERTO   RIC    HDQ   REv 


UEDEM 

IVENSfi    HtHDELSBlMKEN 


OS  NORDIC   IHERICiN  BANKING  CORR   NEN   YORK 


INISB   e«EOII  8»M« 
UNION   BINK   OF    aulTZ 
BUR    tXE"  BKr,  CORP 


01   REPUBLIC    Htll    BiNN   OF    NY 

oi  SKiaa  BtMK  CORR  brimch 

Ot  SHIsa  BANK  CORP  BRIMCH 
01  suss  BthK  COflP  IGEhCV 
07  ShISS  CREDIT  Bdnk  BRiNCH 
01  SNIsa  CREDIT  BiNK  iGE*«C' 
0?  UnTUN  BtNN  or  SKlTZEAL'Nn 
0?  UNION  BtNN  OF  SxtTZERLtND 
t%    HI"    IMERICtH  BNG  CORP 


nCw  YORt 

N(M  YORK 

CHIOGO 

SAN  F**HCiaC0 

NEn  yO"« 

LOS  iNSELCS 

NE-  YOBk 

CHicicn 

NEm  tDRk 


NHES  KINBOOM 

BlRCLArl  GROUP 

01   RinCL 

YS  6*NK 

INT 

BOSTPN 

01   NlRCL 

YB  Bi^K 

INTt    BR*NCH 

NEK    YORK 

01   B*RCL 

YS    BANK 

OF     ME-    YORK 

nE»    YORK 

01   KlACL 

YS  BANK 

INTL    BRANCH 

C«iR(.OTTt 

Dt    niRCL 

YS   BlNK 

INTt     AGENCY 

Of  B«RCL 

"•    B*'-« 

;■.-.   BBf-C- 

CilCtSO 

,,Google 


tOb,  pt*  ' 
CITY 


UNITED  KINCeOM 

STtNO-CHtRTENEO  G"OUP 


01  ItDCLAVS  SINK  INTL  tGENCV    BAN  rMMCISCO 
01  aiRCLlVt  SINK  OF  CiLlFORNI*   Skh  FMNCIKO 
01  CHIRTD  BtNN  OF  LONDON  BHtNCH  NEo  VOBK 
0>  STINDARD  CHABTEIIES  BtNK  LTD   NiM  VORK 
01  THE  CKIRTERED  SINK  CHICAGO 

01  CHiRTD  B«NK  OF  LONDON  tSENCY  ItN  FRtNCiacO 
01  CHlRTEdtO  BK  OF  LONDDN-CILIF  IAN  FRiNClSCO 
01  TKE  CHARTERED  BANK  SEATTLE 


SCHRODER  GROUP 

J  MENRY  SCHRODER  BKG  CORP 

NEm  YORK 

SCHRODER  TRUST  CO 

NE"  YORK 

LlOTOB  6«nuP 

LLOTOS  Bk  INTL  LTD 

NEW  YORK 

LLOYDS  8K  INTL  LTD 

CHICA6D 

LLOYDS  Sk  of  calif 

LOS  INSELES 

MAIL  XEITOINIIER  BANK 

NATL  NESTHIN8TER  BANK  BRANCH 

NEK  YORK 

NATL  neSthinsTER  bank  BRANCH 

cttreABo 

NATL  kES'TmINSTER  bank  ASENCV 

SAN  FRANCISCO 

THOt  COOK  AND  SON 

THOS  cook  and  BON  A6EMCT 

NEM  YORK 

OTHER  RfBTERN  EUROPE 

curopean-amer  'enouR' 

OS 

EUROPEAN-AMERICAN  BKG  CORP 

NEH  YORK 

01 

NEH  YORK 

06 

EUROREAN*AH£RICAN  BK6  CORP 

CHICAGO 

01 

EUROPEAN-AMERICAN  BK6  CORP 

LOB  ANGELCB 

01 

SAN  FRANCISCO 

CANADA 

•ANR  OP  MONTREAL 

BANK  OF  MONTREAL  AGENCY 

NEM  YORK 

RANK  OF  MONTREAL  TRUST  CO 

NEH  YORK 

BANK  OF  MONTREAL  AGENCY 

SAN  FRANCISCO 

SANK  OF  MONTREAL-CALIFORNIA 

SAN  FRANCISCO 

BANK  OF  NOVA  SCOTIA 

BANK  OF  NOVA  SCOTIA  AGENCY 

NEW  YORK 

RANK  OF  NOV*  SCOTIA  TRUST  CO 

NEP  YORK 

BANK  OF  NOW*  SCOTIA  BRANCH 

BAN  JUAN 

BANK  OF  NOVA  SCOTIA  BRANCH 

christensted 

RANK  OF  NOVA  SCOTIA  AGENCY 

IAN  FRANCISCO 

CAHAO  iPtPL  BK  OF  COHM 

FANlO  IHOL  BK  OF  CU"H  AGENCT 

NEn  YORK 

CanaD  impl  bk  comh  trust  CO 

NEk  YORK 

CANAD  IMPL  BK  OF  COMM  tGENCY 

SAN  FRANCISCO 

CALIFORNIA  CANADIAN  SANK 

SAN  FRANCISCO 

M 

CANAfi  IMPL  BM  OF  COMH  BRANCH 

PORTLAND 

91 

CANAD  IMPL  BK  OF  COMM  BRANCH 

SEATTLE 

,,Google 


TO'ONTO  DflMINIOM  BtNK 


1  KOYll.  BiHN  or  ClNlOt  tSCNCV 

3  "OTIL  BK  OF  ClNtOi  TRUST  CO 

t    ROVAL  BIMK  OF  CAN«0«  BDINCH 

I  ROYtL  BiMK  OF  Ct><AD*  BBAMCH 

1  RnVAL  BANK  OF  CANlDt  tGEMCY 

1  Toronto  oohinion  b  *nd  t  en 

1  TnftOMTD  OOHINION  BiNK  AGENCY 

1  TORONTO  00"IN10N  BANK  AGENCY 

I  TORONTO  DDHINION  BH  OF  CILI' 

I  BlNK  OF  BRITISH  COLUMBIA 

t  BANOUC  CANADIENNC  NATIONAlE 


NfM  TORK 
NED  TORK 
SAN  JUAN 
CHRISTCNSTCD 
■AN  FRANCISCO 
NEh  YORK 
NEk  YORK 
SiN  FRANCiaCO 
SAN  FRANCISCO 
BAh  FRANCISCO 
MCtt  VORK 


RSEN1IHA 

BANCO  OE  LA  NACIOH 


«2  AANCD  OE  LA  NACIOH 


banco  do  rrasil 

■anCo  real 

estaoo  be  sao  paulo 

NERCANTl  be  BAO  PAULO 


01  BANCO  00  BRiSIL  BRANCH 

01  BaMCO  00  BRAIIL 

01  BANCO  DO  BNABIL 

0?  BANCO  REAL  Branch 

01  BANCO  REAL  AGENCY 


NEn  YORK 

BAN  FRANCISCO 

LOS  ANCrLEI 

LOI  ANCELEB 


01  BANCO  DO  ESTADO  OE  SAO  PauLO  NEk  YORK 

01  BANCO  DO  ESTADO  DE  SAD  PAULO  SAN  FRANCtSCO 

Ot  BANCO  HERCANTIL  DE  SAO  PAULO  NC»  YORK 


CDUMlIA 

lAHCO  DC  BOGOTA 


01  BANCO  DE  BOGOTA 


■Hieo 

lANCO  NACt  OE  HEKICO 
lAHCO  DE  CONCRCIO 


01  BANCO  NACL  OE  MEXICO  AGENCY   NEa  YORK 
01  BANCO  NATL  DE  MEXICO  AGENCY  LOB  ANGELES 
01  BANCO  DE  COMCRCIO  LOS  ANGELES 


""tHKLA 

I'ltO  UNION 


01  BANCO  UNTON  C,l 


,v  Google 


Tabla  10b.   m 
'""""city  ' 


coontx      oRGutizAnoi 


VCNEZUCLl 

■tNCO    IMOUBTL   D€    if* 


01   BANCO   INn  01   VCNEIUCLA  C.l 


HWB  MOMO 

HONBNONB  ANB  SHtNeHll 


iHtNgHAI  COXH  BANK 


01  H0NBM0N6  t  iHANCHil  BK  BRIMC  N[M  VORr 

01  HOMBMONG  t  iHANCHtl  SN  BHAHC  CHIClflO 

01  HONcxaNc  t  Bhanbm*:  sk  aocnc  sin  roANciKO 

01  MOHCKONS  BM  op  CALIFOKHIi     SIN  miNClSCO 

0>  HONGKONS  t  iHANeHAI  BNC  CORP  ICAITLE 

Dl  BhANBHAI  eOHHCHIAL  BANK  LTD  IAN  FRANCISCO 


STATE  BANK  OF  INDIA 


01  tANM  HCLLI  IRAN  AGCNCT 
01  BANK  SADERAT  IRAN  AGENCY 
01  BANK  8ADERAT  IRAN  ABENCT 


NEh  TORk 
NEK  TOOK 
LOI  ANGELES 


ISRAEL 

BANK    LEUNI   LflSRAEI. 


DRAEL  DISCOUNT  BANK 
BANK    HAP0ALI*< 


01  BANK   LEUNI    LE'IBRICL 

01  BANK  lEUHI  trust  CC 

02  BANK  kSUHl  LE-I8RAEL 

01  lANK  LEU«I  LE>IBRAEL>B.N, 

02  ISRAEL  DISCOUNT  BANK 

01  tlRAEL  DISCOUNT  BANK 

02  BANK  NAPCALlH  B.N. 
01  BANK  NAPOALIN,  B.N. 


NEH  TO»K 
NEn  TORK 
CNICA60 
BEVERLY  HILLB 
NEn  TORK 
NEH  TORN 
NEN  TOBM 
BEVERLY  MILLS 


JAPAN 

TIIVO  NOSE  SANK 

BANK  OF  TOKYO 


01  TAtVO  KOBE  LTD  AGENCY  NCR  YORK 

01  TAIYO  KOBE  AGENCY  LOS  ANGELES 

02  TAlTO  NOSE   BANK  LTD  SEATTLE 
01   Bank  op  tokyo  ltd  abency  nEn  TORk 

01   RAMK   of    TOKYO    TRUST   CO  NEH   YORK 
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TabU  10b,  pat*  * 


BkHK    OF    TDKVD 


Oal-ICHI    KINBVO   fltNN 

Oil Hi   SlHN 
FUJI    BtNK 

HOKNilDO    TiNUBHnKU 


HITSUBISHI    BlMK 
HlltUI    B*HK 

aiMHA  i*NK 

SUHITOMI  BINK 

SlITtHA  aiMK 
TOKil  SINK 

NVOOl  B«NK 

LONG   Ttni   CREOIT 
MITSUBISHI    TO    I    BNG 
MITSuI    TO  1   «X6   ro 
TOTO   TB   t   BMC   cn 
TlSUDi    Tft   t    BMG   CO 


«     TOKYO   BiXCOB*    IHTMN»TIOH*t 

houbton 

1   SiNK   or    TOKYO   iOINCY 

LOS 

ANGCLeS 

1    BiNM   or   TONVO   tOENCT 

SAN 

hmncisco 

I   C»lIFO»KI*    FIB8I   8*M 

SAN 

FBANCtBCO 

)   BtNK   CI'    TOXrn   LTD    BOilNCH 

fobtland 

I   ItNK   or    TONTO   LTD    BRiNCH 

SEATTLE 

1    OtI-ICHI    KtNGrO   B«NN    kfiEMCT 

neh 

YORK 

I   FIUjT   PtCiriC    »«    Of   CMICISO 

CHICAGO 

I    0*I-ICMI    K»t<BTO   fl*N*    »««» 

LOB 

INGELEB 

1    OllH*    BANK   LTD    jIGCNCT 

NEH 

YORK 

1    OllM*    BlMK    IGEMCy 

LOS 

ANCELCS 

1  ritji  B«NN  iro  acENCT 

ME« 

YOBR 

J   FUJI    B*N«    (   TBU8T    CO 

NEN 

YORK 

1    FUJI    ttut    »GENtT 

LGS 

AN6ELEB 

1    HOKKtIOn    TtMUSHQKU   BiMM    LTO. 

HEX 

YOBK 

1    HniKttDD    TtKUSHaKU 

LOS 

ANfiEL^B 

1    I>iOU>T«HL    B*N«   or    JtFtN   tlO   «■ 

YORK 

1   H*OU»TBI*L    BiNK   0»    J*r»N 

NCk 

YORK 

1    iMDUSTfllL    B«mK    of    JiatN   LTD 

LOS 

ANGELES 

1    OITSUBISHI    eiMK    LTD   tSFNCY 

NEN 

YORK 

1    "ITSUBIBMI    B«K.K    LTD    46ENCT 

LOS 

i«ELE» 

I   M1T8U    ISMl    StWN    OF    C*tIF 

LOB 

ANGELES 

1    MITSU      BlIW    LTD    aCENEY 

NCm 

rOBR 

1    MfTSU      B*N«    LTD    «6Et<CV 

LOS 

ANGELES 

1  Miiau    bk  of  eaLifOHNi* 

LOB 

ANGELES 

t    aaMHa    BlNK    LTO    BBiNCH 

Nt- 

YORK 

?   BINn*    BAMK    BRtSCH 

CHtClCO 

1    BkNNl    BIMK    LTO    AGENCY 

BtN 

FBANCIBCO 

1   SAMxt    BANK    OF    CALlFaRNI* 

SAN 

FH»l»ei8C0 

1    SllHTTO"U   BANK    LTD    AGENCY 

NE> 

YORK 

;    THE    BUHITOxa    BK    LTD 

CHICAGO 

1    BUNITOHO    BINN    LTD    AGENCY 

BAN 

FRANCISCO 

J   BUHITOHO    BAN*    Of    CAlIFOBNIA 

S*N 

FRANCISCO 

1    TKE    lAttAHA   BANM,    LTD. 

NEN 

YORK 

t    SATTAMA   BAHN 

tos 

aNGELEB 

I    TD«AI    BANK   LID    AGENCY 

Nio 

YORK 

1     TOMAI    BANK     AGENCY 

LOS 

ANGELES 

J   TDK*!    BK    D«    CALIFORNIA 

LOB 

ANGELEB 

t     KYHMA    BANK    AGENCY 

NE* 

YORK 

1    KTOK*    BANK    AGENCY 

LOB 

aNGELEB 

2   LONG-TERM   CBEOIT    BK   OF    jaFAN 

NER 

YORK 

1    "ITSUBlShl    TR    t   IIK6   COB* 

NE4 

YORK 

1    The    hITSUI    TB    t   BkG    CO   LTD 

NE« 

YORK 

I    TOYO    TRUBT    1   BANNING   CO   LTR 

NEW 

YORK 

2    YASUDA    TRUST    11   BNG    CO   LTD 

NEK 

YORK 
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'  HUfI         MBDT  BUKDK 

oonnn      auuizinoi 

IMBT                            BftHK 
tOBE      ,                      Nim 

eiT» 

JtMN 

NtMON  PUDOIlH  aiNK 

•UHiTONO  n  k  BKs  CO 

e>   MIMON   rU0OB4N   BANK   LTD 
a>  lUHITOHO  TA  t  BNG  CO  (.TO 

NEH  YORK 
NEM   TORK 

NWIt.   SOUTH 

Nt»ti  eKCHtNSt  ■ink 
COHK  BANK  or  KOIE« 

01   HOMO  IXCHlNee  I^NK   leCNCV 
01  NODE*  (XCHiNGC  SINN   BKINCH 
01   KOREA  CXeniNgi  fliNN   ABCNCV 
OS  KOBE*  IXCHlNCe  BK  OF   CtLtP 
01   eOHMEBCUL   BtNK   OP   KORCi 

NCH  TOUK 
CHICIBO 
LOB  tHBEUB 
LOB   tHOELES 
NEM  T0"(( 

VHILIRRIHtB 

'KILIMIHE  NiTL  BANK 


Of  RHILI'^INC  NtTk  BtHN  BRANCH   NCR  VORK 

01  RHILIMIW  HAH.   BlhK  IBENCV  SM  PRlNCtKO 

01  'HILIPRtNC  HtTL  BINN  »ENCV  HOHOLUUU 


BINBftPaBC 

OVERBEIB  UNION  BtNR 


01  OVERSEtS  UNtOH  BtNH 


CMINt,  REPUBLIC  OP  TilNAN 
INTL  COHN  tK  OP  CHINl 


THAlLiMD 

BANOKOK  BiNN 


■K  DP  NEH  SOUTH  MtLO 

tUBT  I  hEh  tC*L*ND  Br 
COMM  BK  OP  tUBTKlLIl 


01  BiNK  OP  NEH  SOUTH  HtLES  NED  YORK 
01  AUSTRILU  I  N  lElLAHO  BNS  6R  NtH  VORK 
01  CUHM  BN  OP  lUBTRtLU  HEN  VORn 
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OGKPaiDiaH  OF  SOFPORTniS  miBtULS 


FOR  H.R.   7325 


THE  INTSUlATIOlUUi  BANKING  ACT  OF  1977 
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■nran  "*■  IWaial  tmmm  9imm  Imlmm  ot  mv  U,  1977,  InoloUi* 

IMtM  fna  Ghainu  Innw  tetad  Mgr  U,  1977  to 
ChalrMn  It  tenatn  and  Soooivaortag  BtaUatnt  eC 

FiOpoMd  JMandMnU 
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DUBIT  ■!>■  riepoMd  UUcnattn  to  aactlon  !(«}  of  I.R.  7339 — 

IBpMlng  Hga  tot  Llaltatlona  on  Putur*  Out-oe-8t«t* 
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FEDERAL       RESERVE 


For  l<»dt>u  r.l....  —" "    * 

Tht  loard  of  Goveinor*  of  the  r*4*r«l  lucm  Sjitn  hai 
iDfoTiKd  Congreaiional  Icadira  conccrrili)  ultb  bank  ragulaclan  that  It 
atroDlly  luppoTCa  the  Intern  a  clonal  Banktot  Act  o[  1977  that  iwa 
tntroducad  Id  the  Hwu*  thia  nak. 

Th*  Board  *ald    auch  leilslatlon  la  naadad  bacauia  of  cacMt 
rapid  grovth  of  foreign    bank  opetacloni  her*,   the  Increajlngly  lapsTtast 
•hare  of  the  doinedU  uckeC  chat  la  controlled  by  for*l|D  baofca  and  the  lait 
at  any  national  regulation  and  aupecvlsion  of  theae  oparaclona. 

"We  are  ptlsatlly  conccmed  about  tb«  abiansa  of  a  aatUnal 
policy  and  regulatory  frawork  In  thia  Incraaalngly  laportant  area  and  lt» 
attendant  rani float  Ion a  for  the  fornulation  of  Bonataiy  policy,  the 
dcvelopacnc  of  a  aourd  and  coDpetiClv*  banking  ayacea,  and  the  cooidlsatlOB 
of  pollclea  with  aattonal  nonetary  and  regulatory  authorltla*  abioad,-  the 
Board  laid    in  a  latter  to  the  Centre aalenal  leadara. 

The  Board'*  racoeuendatlon  vaa  aocoaEpanlad  by  propoaala  for  a 


Since  lf7A  the  Board  haa  backed  foreign  bank  legl^HttOd  alaatf 
at  national  creataenE  of  (oreign  bank*  operetlng  here,  that  la,   to  place 
foreign  banka  under  the  lape  type  gf  Federal  banking  (Dd  aonataiy  ratalMiCB  — 
that  affect*  eoaparable  dcaeiclc  bank*. 

A  copy  of  the  Board'*  letter,  and  It*  accaavao] 
(OT  change*  in  the  hill,  are  atUchad.     The  letter  nest  to  the  chain 
■Inoilcy  leadera  of  Che  Hooia  and  Itnata  baaklng  caaBlttaaa  aad  to  ch 
of  r*lat*d  lubce^alttaaa.  -0- 


,,Google 


Th*  Bonocabla  vvinand  J.  St  Garnttn 

Subcontlttee  on  PlnancUl  Instltutiona 

Supervision,  Regulation  and  laaiuuxsm 
Ci^lttee  on  Banking,   Cuciency  and  Bousing 
n.S.   Bouae  o(  Sap»9«DtatlTe* 
Wufalngton,   D.C.        20519 

D*ar  Nc.    ChalrBUi: 

Itie  Board  has  for  ths  past  sevaial  yiaia  atiooglr  racOHMndtd 
to  Congress  that  It  anact  leglalatloo  providing  for   the  regulation  and 
npervlslon  of  Coialgn  banks  operating  Iji  the  Un  teij  States       In  partleuXac, 
the  Board  has  racoHaandad  that  any  such  legislation  cnbody  the  prloclpla 

of   national  treat-sent  and  thus  place   foreign  banks  undet   the  aaae  typs 
bC  fedeial  banking  dnd  nonetany   regulation   that  atiucCuccs  the  Operations 
rt  eonpacable  domestic  banking    instltntions        In  1974  and  1975,    the 
kiid  suboiCted  Its  CMn  draft   Legislative  proposals   to  acccnplish  these 
picpoEes.     C^at  year    we  strongly  supported  enactment  of  H.R.  13B7S- 
-%e  Intecnatlonal  Banking  Act  of  1376   (  IBA    — vhlch  vas  passed  by 
th  Bouse  of  Representatives  and  vhich>  of  coucae,  vas  the  product 
ot  njbstantial  efforts  by  the  ■eabere  of  youi  Ooanittee. 

In  reooaaendlng  enactnant  of  foreign  bank  leslalatloOi  we 
^nt  been  influenced  by  the  rapid  growth  of  these  opetatloos  in  reaant 
THi>,  thair  increasing  Inportancs  in  our  donaatlc  banking  and  KMietary 
•ritw,  aod  Um  naad  to  establish  a  conprehensive  and  OOberant  national    ' 
'•golatary  policy  ooncernlng  such  operations. 

Ou  eipetlenoe  since    Introduction  of  our  first  legislative 
l«il»sal  In  1974  has  served  to  reaffirm  Uieaa  cenoluaion*.     rirat, 
"Hign  bank  operations   In  this  country  bava  continued  to  axpand  at 
•upld  rate.      Since  introduction  of  the  Board's  legislative  proposal 
1111*74,  total  assets  of  U.S.  offices  of  foreign  banks  have  IncreaMd 
«»i  cent  to  573  billion,   and  21  additional   foreign  banks  have  entered 
«t  Btketa  and  14  foreign  bank*  already  he  e  have  expanded  their  banking 
Vritions   into  additional   states.      As  o£  Harch,    197       92  foreign  banka 
"tt  operating  bom  IOT  banking  facilities  In  thia  country  and  aore 
»t»a  have  been  <9aned  or  announced  since  then.     Second,  foreign  banks 
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m  KnorabX*  Parnana  J>  at  earaain        -2- 

«  inoiaaaingly  livortant  abara  of  tba  aarkat  (ov 

and   Industctal  loan*,  has*  been  Inctoaaing  theli  peneUatlon 

Into  regional  narketi  and  ratall  banking  servlceB,  and  Tiave  been  active 
patticlpanta   In  dooieatic  iKiney  »atket9.      As  ot  Hatch  31      1977     coiBaiclal 
and  industrial  loans  -eitended  to  doaaatic  bocioweis  by  TI.S.     offices 
of  toflqn  banks  aKiunt«d  to  appiojilMtely  S16  billion,   a  (iguca  equal 
to  approximately  14  par  c«nt  of  dooestlc  coomecclal  and  induatilal  loarw 
•stended  by  large  donestlc  banks  that  report  weekly  to  tha  vadaral 
Batarva.      And   third     tbe  lack  of  any  significant  national   regulation 
and  supervision  of  such  operationa,  which  may  have  been  justified  when 
such  operations  ware  a  relatively  Insignificant  part  of  Our  banHing 
qr>taB,    has  resulted  in  an  svei-Hidening  gap   in  our   regulatory  jsCructure 
tbeough  which  a  growing  ntmber  of  foreign  banks  can  conduct  nulti-State 
operations  and  securltiaa  sctlvltlaa  and  eaoapv  raderal  ReasTTa  KXMtary 
policy  oontrola. 

FEoa  tha  Board'a  standpoint,  we  are  priaarily  concerned  about 
tba  abaanoa  of  ■  national  policy  and  regulatory  fraaework  in  this  Increasingly 
Jifiortant  area  and   Its  attendant  raaif icatlons  for  tha  fomulation  of 
aonetary  policy,   the  devel^^oent  of  a  Bound  and  cca^tltive  banking 
aystem,  and  the  coordination  of  policies  with  national  noneCary  and 
raguiatoty  authorities  abroad.     Hhila  we  have  no  reason   to  doubt  that 
Stats  banking  authorities  aCe  doing  a  competent  job  of  local  banking 
regulation   in  this  area,    thara  la  a  need  for  a  federal  presence  to  take 
into  account  Urn  btoadar  national  and  international   IsipllcatlonB  of 
(orelgn  bank  operations   In  this  country        In  this  regard,  ve  believe 
that  foreign  banks  should  be  encouraged  Co  enter  and  expand  within  this 
oountry  and  to  participate  fully  In  our  banking  and  financial  marketa. 
Ve  further  believe,  however     that  such  entry  and  expansion  should  BOt 
ooour  under  fifty  dlffaiant  seta  of  rules  but  rather  should  occur  uader 
a  sat  of  national  atandarda  nalforBly  appllod  to  all  foreign  banks. 

OKitinoad  deferral  of  aotion  on  Coieign  bank  legislation  while 
the  Congress  studies  areas  of  doMstlc  banking  raforr*  is,   in  our  judgMnt, 
a  course  of  action  that  will  ovsr  tlM  create  Nsny  aore  problem  than 
It  win  solve.     For  «kample     reasonable  grandfathering  of  existing  nulti- 
State  and  aecurltles  operations  of  foreign  banks,  which  in  our  )udg»wnt 
is  an  asaantUl  element  of  any  acceptable  foreign  bank  proposal     becomes 
■Ota  difficult  and  uncertain  as  such  operations  expand  in  the    interval. 
By  eatabllshlng  national  ground  rules  for  foreign  banking  institutions 
at  this  tine,  wb  can  ensure  that  n<t  matter  vhat  directions  iBy  be  taken 
in  future  doMStLc  banking  rafora,  doMBtic  and  (otalgn  baoka  wlu  b« 
aqwally  aftoetad. 
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elTMi  Om  BlHllaElty  batUMn  Um  OK  and  tti«  Boud'*  ndUt 
laglslaCln  proponla  and  tbt  •ubatanCial  prognu  aid*  br  tba  IM  in 
am  l«Bt  OBngrasa,  *a  atioogly  auppoct  tha  introduction  of  ttw  OA  in 
tha  Uth  Oongnaa  aa  tba  InUCMtlonaX  Banking  Ret  ot  1977  and  nao—ini 
that  It  ba  given  aarly  coaaideration.      Ha  balleve,   bouavai,   that  caitain 
rtiinjii  is  tha  IB*  MOBld  ha  daairabla  and  ■•  urga  tha  Congraaa  to  «lva 
caiatnl  oonaldaratlan  to  the  aiHndi«nta  pcopoaad  In  ths  atataaant  that 
aeoo^aoiaa  tbla  lattai.     Laglalatlva  languaga  aocMVllablng  tbaaa  and 
otbar  Moca  tachnlcal  aaanteanta  to  tha  IBA,  aa  cacantly  Introduoad  in 
tba  Bouaa  of  Bapcaaentatlvaa,   la  cuciantly  baing  pcapaced  by  tha  Board'a 
BtaCt  and  will  ha  furnlahad  aboitly.     Na  oould  nota  that  aany  of  thaaa 
pcopo<a1>  nflact  Boud  augsaationa  pcaaantad  by  Vic*  Cbaiiaan  GacdDai 
ta  hia  Banata  taatlaony  of  laat  yaai  on  th*  IBK. 


SIncaraly  youia, 
kitbur  F.  Burna 
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IBB  XWIBMKtllMU.  BWKIMO  i>CT  OT  HW 

flu— ty  ot  Principal  aubafntlT*  iM«naMftf 

1b«  Boaid  stcoogly  aippoits  WMOtasnt  of  thm  lDt«rrwticxi«l 
Banking  ket  ot  1977  Cmi*}  baeauM  It  wMia  aoooapllA  tha  two  baatc 
public  policy  90ala  that  ba»a  9aldad  tha  Board  In  recoanending  laglalatlon 
to  lagulata  Cocalgn  banka.     Pltst.  Um  ibk  iapiaMnta  tlw  prlnc^l* 
of  national  traataant  by  affording  fotalgn  banka  tha  aaaa  opportunltUa 
and  by  aubjacting  thaa  to  tha  aaaa  rulaa  and  lagulatlona  that  atEUCtuca 
tba  opatations  of  coapacabla  donatic  bonking  Instttutlona.     Sacond, 
tba  IBh  ptovldaa  for  ■  oo^rahanaiva  radaral  pcaaanca  in  tha  lagulatloa 
and  auparvlaion  of  toialgn  bank  oparationa  in  otdat  to  Inaura  appcopriata 
national  cagulation  ot  thoai  aetivltlaa  ot  foraign  banka  in  this  country 
that  bava  broadar  national  and  Intecnatlonal  laplicattona.     nta  Board 
ballavaai  howavar,  that  lavlalona  of  eoitaln  pcovlaiona  ot  tba  IBk  would 
ba  daslcabla  bacauaa,   in  our  judgaant.  they  would  futthac  tha  goala 
Btatad  abora.     Out  auggaatloos  in  thia  ragard  ooncaro  tha  following 
araasi     CD  Itonatary  Policy  Contcolat   [I)   tntaiatata  Banking)   (3)  radaral 
Dapoait  Inaurancat   [4)  Giandtatharlng  of  Bacucltiaa  Aetivltlaa;    (5) 
radaral  Kaviaw  of  Bitryi  and  (6)  Honbanking  Piohlbitions. 
Nonatatv  Policy  Controla 

A  aaJOE  objactiva  ot  tha  Board  in  cacoHandlng  tha  anactaant 
ot  tatalgn  bank  leglalation  haa  baan  to  placa  thla  incraaslngly   lapottant 
■agaant  of  doaastic  banking  undai  tha  aiaa  aonataxy  and  auparyiaory 
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mtrau  Uwt  «^tf  «B  pM^MihH  0.1.  bMka.    Am  IM  l«f«lr  mammlUbM 
tkU  cbjMtlM  ititbcMt  taqalrtng  earml  MNb«e«blp  U  tb*  f»dM*l  MMtra 
)!•*«•—•  aelotlm  ttat  la  Miaaptabla  to  tta«  ■oacd.    M  •!•  eooMtiwd. 
boMw,  tb«t  tiM  IM  «aaU  not  wbjMtt  8tat*-tiwrt«t«d  wbsidiartoa 
of  ltc9*  eoc«l0n  baoka  to  tb«M  mm*  oookcala,     lb*  atbiatlon  <a  •  Stat* 
btotoMMd  kv  a  ■alti-bUlloB-doUar  facalgn  bank  mat  caallatlcally 
bt  dlitlngalabad  Cra  that  of  a  anall  State  non  aw^ir  bank  tbat  pclaaclXr 
•tnu  looal  III— Hill  !■■      A  bank  amad  by  a  laig*  (oraign  bank  ia  fioa 
both  a  aarkat  and  ■ooatarr  policy  «l*«palnt  an  lotegtal  pact  oC  a  lacgat 
fMalga  Instltatloa  and,  aa  aucbi  cavataa  ptiaatlly  with  aajoc  doaaatlc 
baoka,  vlrtnaUy  aU  of  ataoa  aia  aii^ara  of  tha  Syataa.     iha  board  thus 
ballavaa  that  tba  appegpclate  taat  tot  datanlnlng  iivoaltlon  at  aotiftacy 
ooncrola  la  tba  eapablllty  of  tba  focalgn  Uutltutlon  to  achate  and 
partlcipata  tbrongh  Ita  D.8.  affiliate  In  our  aajoc  Honay  and  ccadlt 
■arkata  and  oat  tba  ocgaalaatlonal  form  In  whloh  It  obooaaa  to  opacata. 
Accocdlngly,  tba  ioaid  taooaaanda  tbat  aaotloa  7  of  tha  HA  ba  aaandad 
to  paimlt  tba  li^oaltlon  of  Padacal  Raaaiva  aonataty  oontcola  on  all 
D.S.  oparatlona  of  a  focaign  bank  tbat  baa  fl  billion  or  Bota  In  woeldHlda 
aaaata,  Itra^aotlva  of  Mbatbar  ita  a. a.  opacatlotu  aca  oondaotad  In 
tba  foEB  of  ajanolaa,  bcanobaai  bank  or  Maw  Tack  Invastaant  Oai^mr 

flub^ldiaciflSj 

Inttcatate  Banking  ^ 

'        '"the  Board  Btronqly  auppocts  tba  pclnclplaa  adoptad  In  aaetlon 

5  of  tba  nh  aubjactlng  fecalgn  banka  to  tha  aaaa  Intecatata  raatclctlona 
tbat  avply  to  doaaatlc  banka  and  gcandfa tha ring  axlating  oparatlona 
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ftam  tbm  rmudb  oC  Mcb  Matcictioos.     A*  Soud  Ami,  bowavar,  b«lt*«« 
that  Mctlon  5  max  »•  iMptovvd  in  two  tmy*.     Picat.  ■•  voald  racaiind 
tliat  tba  taatrlctlona  ba  appltad  as  wall  to  aganelaa  of  tatmiv  banks 
tlM  actlvltlaa  of  ahloh,  in  tatms  of  boUi  total  aaaats  and  loaoai  ac« 
9caatac  tban  tha  aotivltiaa  ot  btanehas.     In  thla  ragard,   it  Aould 
ba  Btraaaad  that  aganoiaa  ara  not  Maca  loan  production  otfleas,  but, 
azeapt  for  thali  inability  to  aco^t  daposlta  ttoa  tha  pablio,  ata  tall- 
tladgad  co^Hrclal  banking  ottteaa.     Basad  on  thalr  activltiaa,  asanclaa 
would  claarly  b«  eonaidacad  'branetaaa'  of  national  banka  uitdec  tha 
NcTaddan  Act  daf  inition  and  thaii  cradit  balanca  accounts  ovatlap  nany 
of  tba  sa«a  ■arvlcas  provtdad  lat^a  ooHBatcial  custoaara  1^  doMaatle 
banks.     BsaantUlly.  wa  baliava  that  aany  ot  tha  International  banking 
sacTlcaa  now  provldad  by  aganctas  can  ba  appc ope  lata ly  conducted  throcigb 
Bdga  Act  Corporations,   foralgn  bank  ovnaiahip  of  which  la  providad  in 
tba  IMi    In  this  connaction  to  nake  such  taellltLaa  More  coapacabLa 
to  otbar  banking  facilltiaa.  wa  cacotMend  that  the   leveraging  lialts 
and  «ini«UM  10  par  cant  rsaacva  taquireaenta  ot  that  hct  b«  anendad. 
Sacondly,  wa  would  ram^Lnd  that  direct  lapoattion  ot  the  branching 
castcictlona  of  the  McFadden  Act  ba  llaited  only  to  Pederal  branches 
and  ageneiesr  Stats'  branChea  and  agencies  should  be  put  on  the  aaae 
covatitive  tooting  as  State  banks  In  their  hoae  State.      In  thia  way, 
foreign  banks  Bsy  benefit  fro*  future  reciprocal  tntec"!^*-"  hrjn^tM 
'    ca«pacta  that  aay  be  agreed  upon  batwaan  j 
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In  a  ralatsd  eentaKt,  wa  do  not  ballav*  that  tba  SUUa  ibould 
bav*  tha  antborlty  in  aaotton  4  of  tba  IM  to  vato  tba  antry  of  a  FMaial 
bru^i  OE  agmwr.     Such  a  Stata  vato  la  not  paniittad  in  tba  eaaa  of 
tba  aatabliabaant  of  national  banks  or  Bdga  Oorpoiationai  oc  aran  ondaT 
tba  Bank  Holding  Coapany  Jtot.  and  would  thus  rapraaant  a  claat  dapartuM 
fcoai  tha  traditional  oparation  of  our  dual-banking  ayataa.     It  aw  also 
a«r*a  to  laatrlct  both  tha  davalopaant  of  and  ooiqietttion  In  na«  Intar- 
natiooal  banking  aarkats  In  thla  country.     Ma  raoowaand  tbaratoie  tbat 
State  bank  aatboritlsa  tnataad  ba  glvan  a  conauXtatlva  role  on  Fttdaral 
brandt  or  agancy  entrance   Into  their  State. 
ftdttal  Oapoalt  Insurance 

mile  section  «  of  tba  lU  doaa  afford  som  protection  to 
topMltora  of  D.S.  branehas  of  foreign  bankSt  the  Board  ballavas  that 
It  vmld  ba  unviaa  not  to  aaka  use  of  our  deposit  Insurance  eysta*  Mbiob 
W (ttactlvaly  protected  U.S.  depositors  over  scae  40  years.     ntaraCortt 
■<  wra  eneouragad  last  year  to  aaa  tha  Padaral  Dapoalt  Inauranoa  Corporation 
■in*at  that.    In  Ilea  of  tba  auraty  bond  and  pledge  of  assets  raqulraasnts 
<X  Mction  C  of  the  OK.   It  would  ba  possible  to  extend  deposit  insurance 
'odnastic  deposits  at  O.S.  branches  of  foreign  banks  if  adequate 
Praisiona  tMre  aada  to  protect  tha  roiC  fund.     «a  Nould,  boowvar, 
•oUfy  tba  PDIC's  BU99eBtlons  by  Mklng  Insuranea  Hndatory  fOr 
dipoalts  at  these  offices.    All  national  banks.  State  aiariir  banks, 
and  bank  substdiariea  of  bank  holding  co^aniaa  are  taquirad  to  baooat 
lanted  and  wa  can  w—  no  reason  to  axeapt  brancbas  of  foreign  banks 
froa  this  general  raquiraaMit  that  atmctates  tba  oparationa  of  their 
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doMstlc  ca^ctttaca.    A  k«y  alMMiit  of  pnblia  oonCtdaDM  In  thU  nafcian'a 
butklng  •ystaa  is  our  ayatMi  of  dapoalt  Innicano*  and  w*  do  not  f««I 
tbat  this  oMitldBnc*  ahoald  In  any  way  ba  Isaaanad  by  (ailing  to  inaara 
dapoaita  at  tocaiqn  bank  bcandMa.  aaity  ol  ahidk  aetlvaly  aollolt  latall 

GrandlatJiatlnq  of^gaeurltiaa  tetjgitiaa    \ 

Wille  tt)s  Soard  baa  laconnndad  tliat  fecalgn  banka  abould 
ba  Bubjact  to  tba  aaaa  aacucitlaa  activity  raattlcttona  that  apylv  to 
doMBtlc  banka,  we  hava  alao  raco^ndad  that  aKJating  aacuritlea  afltliata^ 
of  foraign  banks  ba  grandfatharad  tram  thoae  ceatrlctiona  (or  leaaona 


oC  aquity  and  of  aitlgating  any  ratallatory  aantlnanta  abroad.     Stataaanta 
■ada  and  autaaittad  at  tba  Sanata'a  baaiinga  on  tha  IM  Uat  yaat  aada 
olaar  tbat  tba  asiatlng  proaiaiona  ot  tba  Ibk  do  not  aflactlvaly  qiand- 
(athat  axiatlng  aotlvitiaa  and  ara  a  aourca  of  oonaidarabia  contiovarsy 
witb  tha  lagional  atook  axcAangaa.     It  ia  poaalbla  that  tbara  ara  ooaptoaiav^ 
on  tbla  iaaua  tbat  con  aatiaty  tba  lagitlaata  coaoarna  of  all  inwolwadi 
baaad  on  propoaala  put  forward  laat  yaai.  bowavat,    it  la  likaly  tbat 
any  aach  ooivcaaiaaa  will  ba  ao  involvad  and  taehnlcal  aa  to  da£y  afflalant. 
adalnUtcatlon.    ma  Boatd  tbua  oontinuaa  to  Cavor  panMnant  ji  iiiilfilliii  liii^ 
of  aucb  aotlvieias  with  dioeiationacy  taviaw  undac  tba  oMbaiAlBs  otaodatd^^ 
of  tba  Bank  Bolding  Coapany  hat  to  ptarant  any  abuaaa  that  atabt  aclaa. 
radaral  Baviaw  o(  ftittv 

Tha  Board  doaa  not  advocata  or  aaa  tha  naeaaaity  foe  tba 
datailad  guidalina  pcoviaiona  on  fotalgn  bank  antry  In  aaotloa  9  of 
tba  iBk.     Ma  baliava  In  tbla  lagard  tbat  tha  provlalaaa  of  tha  IM 
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pntUing  Cor  oatualtation  b«twn  tlw  bank  tagnlatory  autbotiti«a  and 
ttat  Stetatariaa  at  Stat*  and  Tiaaauiy  on  nav  foiaifn  bank  oparatlona 
•bogld  b*  adaqiMta  to  •»«'•  that  Jotaign  polloy  Isauaa  ata  conaldaiad 
■tiai  ippiapilata. 
loihrtilng  PrcjfclbltloM 

In  hla  taatlaofqr  of  laat  yaar  on  tha  IMi  Vloa  OiaiEaan  Qaxdnari 
on  bihalf  of  tha  Board,   prasantad  for  Oongraaa*  conaldaratlon  ■  proposad 
■aaifciBt  to  tha  IBft  that  muld  hava  pravantad  tha  Bank  Boldlng  Coapany 
Act  piovlalona  of  the  IBA  froa  intaifarln?  uimacaasarlly  with  tha  asaantla 
fofaign  abaraholdinga  and  actlvitlaa  of  focalgn  banka.     Tha  Board  again 
DonU  Ilka  to  andocae  strongly  thia  propoaal>  irtilch  wa  ballave  callaves 
the  concarns  of  aany  foieiqn  banks  about  the  scope  of  the  IBA.   and, 
In  this  regard,  woald  Ilka  to  raltarata  tha  following  explanation  provided 
In  Vice  Chairaan  Gardner 'a  earliar  atataaanti 


■I  wenld  Itka  to  diacuaa  what  I  believe  la 
a  aloconcaption  on  the  part  of  aoae   foreign  banks 
about  tha  reach  of  tha  aonhanklng  ptohlbltlona  of 
tha  Bank  Soldin^  Ooapany  Act.     Apparently,   aa«e 
foreign  banks  believe   that  tha  nonbanking  prohibition* 
of  the  Bank  Balding  Coapany  Act  would  eerlouely 
interfere  with  their  foreign  nonbanklng   Interest*, 
t  would  note  flrat  that  section  a(h|    of   the  Bank 
Holding  CoBpany  Act  tpeclflcally  eiceBpta  the  wholly 
foretijn  act ivi tigs  .inH  i>inr..noidin<iB  o[    tQceigh 
hanaa  rroa  the  nonbanking  profiij***'"""  "'  '•'■■  Act. 
!Mxt,    I  would  s>(>)>Btlte 
coapany  In  which  a  fcilalgn  bank 
doe«  eond|.->   -  »-■■«-  '-r    fi-.  >^..t»... 
Statea,   ttn  Board  haa  im<J   )tg  |1'*^' 
unBT aactlof^  arm  j^lJoE  the  Act  to  prevent  tha 
mnbanklng  prohibit  ions  of  the  Act  tron  unneceaaar 

In  thia  regard,    I   thiiK    It  Is  iaportant  to  quote 
a  prowialon  of  Chairnan  Burns'   previous  teati«ony 
•daaue  before  the  Senate  Banking  CooMlttee 


"A 


*'.  .  .     I 


on  U)I^>^ai 
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' .  .  . {W|*  baltov*  that  bank  balding 
coBpanlea  that  ar«  principally  engagpa 
in  banking  abroad  should  be  allowea  to 

•■"M"    'ntf  ""'^   ^"    fnr.- ion-char tered 


States,     Me  do  not  helievB  Congreaa 
Intandad  tli«  Act  to  be  appll«d  In  ouch 
s  oay  aa  to   l^rase  oui   idaa*  of  banking 
upon  other  countries-     Ito  do  ao  aigtit 
Invite  foreign  retaliation  against  out 
banks  operating  abroad,   to  the  detrlaent 
of  tha  United  Stages       %a  pcoolslons 
of  th*  Bousc-passed  bill  authoriiing 
tba  Boaid  to  qcant  exemptiona  in  this 
acea  would  b«  nost  useful   in  dealing 
wttii  thaaa  problaca. ' 

nia  Board  wouU  continu*  to  be  guided  by  these  principles 
in  its  adBinistration  at  the  Bank  Holding  CG^>any 
Act  via-a-vis  the  foreign  banks  that  would  be  covered 
by  thia  piopoaed  legislation. 

Mblle  the  Board  believes  that  it  has  sufficient 
cegulatocy  authocity  under  section  4(c) (9)    to  deal 
with  ptoblens  that  may  ^ccuc   in  this  areat  we  also 
believe  that  it  vaili  be  desirable  at  this  tlae 
for  the  Congress  to  adopt  a  more  well-defined  legisla- 
tive policy.     A  great  number  of  foreign  banka  utanatlng 
fro«  a  great  variety  of  banking  environments  *ould 
beco«*  subject  to  the  nonbanking  prohibitions  of 
the  Bank  Bolding  Corapany  Act  as  a  result  of  this 
pcopoaed   legislation       Tba  lack  of  a  statutory  policy 
could   initially  caUde  eoBi  «i«indac standing  by 
foreign  banks  of  the  Act'a  effects  on  foreign  co^aanies 
with  D.S.  operations  and  would  Make  ■ore  difficult 
the  task  of  forsulating  appioprlata  general  regulations. 

Iherefore.   tha  Board  reooMMnda  that  H.R.   13876 

be  anended  to  make  clear  that  the  nonbanklng  pro- 
hibitions of  the  Bank  Holding  {^ot^tany  ftct  are  not 
tMant  to  prevent  foreign  banks  principally  engaged 
in  bonking  abroad  tron  retaining  or  acquicing  ih€erMtb 
In  focaign-ehactered  nonbanking  conpanlea  'that  are 
also  principally  engaged  in  baainess  cjutaide  the 
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•atad  MafeM.    m 
earollary  to  lor  m*Bb  immHtmtA,  m  doaastto  otfloa 
of  «  focatgn  bMk  ibonU  b«  T«qut(*d  to  da*l  vltb 
tk»  OeHMtto  «pw«tleaa  of  ■  foealgn  ec^pwqr  In 
■Uob  It  Mv  iMw*  aa  «qulqr  inuiMt  on  ■  atcletlr 
■n»-lMgh  bMla  ao  u  not  to  flva  tba  (In  oc  bank 
iBvolvad  an  alaaiaga  om  tbalr  laapaotlv*  O.t. 
ec^atttoca.* 


tta  Board  baltavaa  that  Um  propoaaJ  aabatantlva  aaanteanta 
■Ul  pcora  naaCnl  in  davaleplng  a  blU  that  wlU  gain  CKpadltioua  and 
■Mtiycaad  aooaptanc*  In  both  tha  Houaa  and  Sanata.  Ma,  of  eournai 
lUnd  eaadr  to  ba  of  AiiUiai  asalatanc*  and-  in  thii  connaction,  will 
ihottlj  pca*ida  tha  Oongraaa  with  laglal^tlTa  languaqa  to  accoivllab 
tba  abora  and  otfaac  Bote  tachnical  aaanteanta  Chat  aay  be  daaltabla. 
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BSaiBIT  "B" 


PSOPOSm  AMENOIBnS  TO  R.R.  7325 
THE  INTBiaaTiainL  BMIXIHG  act  of  1977 


Prepared  by  the  staff  of  the 
Board  of  t    vernors  of  the  Federal  Reserve  System 
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1.    ff  I.  ItM  U  iuKt  ■ebMk*  «c*  paid,  oc  aacMgr  ia  iMt* 
*lt*t  tk*  Mord  "poMacai'. 

Ttf**^*"'     '^  Morda  'obaoka  v*  paldt  oe  aotMy  la  l«nt' 
MM  dtUtad  fna  tba  datlnltlon  ol  'agency'  aa  a  caault  of  oartaln 
UckolMl  ■MBteanta  adaptad  during  ■suaa  paaaaga  of  th«  IntacMtlonal 
■uklag  Jtot  of  197t  (■.X.   US76)    (a««  dally  ad.   COM,  lac.  July  29, 
IS'I  It  7«4S) .     It  BfpaacB  tiem  tha  pcaalaa  languaga  at  tba  taehnloal 
■mtent  ateptad  by  tha  Mwaa  a(  Hapcaaantativaa,   that  la,  dalatlon 
ot  tbt  fbraaa,  'and  chaaka  ara  paid  oc  aonay  ta  lant,*  that  tba  aaandaant 
HU  Intaidad  to  afply  ta  tba  dafinltlen  of  'bcanofa*  not  'aganey*   (aaa 
diaenaaion  Intra! .    Dooordiagly,   It  la  tiBoawindad  that  tba  dalatad 
pbraaa  ba  ralnaactad. 

!■     nga  3i  llnaa  7-9,  atilka  tha  aoida  'and  dtaeka  ara  paid  or 
■onay  ta  lant*. 

WglaaatloBi     In  Ifca  paaaaga  of  B.R.  1»7S,  tba  Houaa  of 
■apiaaantatlvaa  adaptad  tba  tollovlng  tachnioal  uatnANnt  irltbout  axplanatl 
-paga  2,  Una  t  atrlka  tba  aorda  'and  obacka  ara  paid  or  aonay  la  lant.' 
Iba  paga  and  Una  tatacaneaa  wata  to  tha  datlnltton  of  'agancy'i  howavari 
tba  ptactaa  pbcaaa  ta  oontalnad  in  tba  datlnltlon  of  'brandi*.     It  la 
ballaaad  that  tba  aMnaaant  waa  Intandad  to  apply  to  the  datlnltlon 
of   'branoh'  In  erdac  to  eloaa  a  potanttal  loopbola.     TacluiloaLly.  undat 
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tiM  nUtlng  dallnitton  oC  -bEaMh*,    If  a  tt.a.  otfto*  oC  ■  COHlvn  bMk 
•cowtad  d«poaita  but  did  not  also  lend  monay  oi  pay  obacka.    It  traold 
J   not  b«  daCinad  aa  altbar  •  ■Iwanch*  on  •aqeoer'.     By  atcUtna  *and 

cbaoka  ara  paid  or  monty  la  lant*  In  tb«  "btanoti'  dafltiitlon.  tbia 

potantlal  loopbola  would  ba  oloaad  and  It  would  ba  aada  elaat  that  ai^ 

oftlca  taoaivlng  dapoaita  aoald  ba  datinad  aa  a  txanoh.     It  a  (ocalgB 

bank  of  flea  did  not  acoapt  dapoaita  bat  did  land  aonar  or  pay  Aaoka 

or  BBlntaln  oradlt  balancaa,    it  woald  ba  daflnad  aa  an  'asanoy'  and 

woold  not  otbecNlaa  aaoap*  the  Hct'a  coverage. 

3.     Paga  2,  atrlke  linea  17  through  35,  and  paga  3  atrtka  llnaa 

1  through  1  and  Inaart  In  lieu  thecal  ttie  followlngi 

*(T)    'foreign  bank*  aeana  any  coapany  organlaad 
under  the  lawa  of  a  foreign  country     a,  territory 
of  tba  Dnltad  stataa,  Poarto  xtcoi  Guan,  Aaeilcan 
Saaoa,  or   the  Virgin  Islands,   that  lias  ttie  power 
to  engage   In   the  business  of  banking     oi  any  subsidiary 
or  affiliate  organized  under  such  laua  of  any  such 
ooapany,   except  that  In  adnlnlsterlng  their  respective 
reaponsibllltiea  under  this  Act  the  Board  and  CoNptroller 
aia  autlwElied  to  adopt    by  regulation  or  erdar, 
auch  other  deflnitlono  as  may  be  necessary  snd 
appropriate  to  enable  than  to  effectuate  tbe  varloita 
prOTlslona  of  tbla  let  and  prevant  evaslona  tharaot.* 

aq>lanatton  i     Hm  preaant  definition  of  'foreign  bank'   la 

aactlon  1(b)  (7)  of  R.R.  7335  oovars  only  focelgri'Chartered  InatttutieiM 

that  principally  conduct  thali  banking  bualneaa  outside  the  Dnltad 

Stataa.     Ibar*  are  two  aajor  problaaa  with  thla  daeinltion.     Pitat. 

it  would  •acloda  a  focaign  bank  that  principally  oooducta  Ita  banfclwg 

bualneaa  in  thia  countryi   alnca  thla  definition  generally  appllaa  bo 
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■U  pcovUtoiw  of  tlM  Kcti   It  Muld  llloglcally  uclud*  £[«■  Um  Intar- 
■tat*  «Dd  otbac  lastciotlons  focalqn  banlta  Mhos*  priaaiy  bualnaas  Is 
In  thla  countcy.     R>c  exaiplei   if  ■  group  of  indlvUuala  cKartatad  « 
bank  tn  the  Cayaan  lalAnda  and  tbat  bank  In  turn  aatabllttad  a>8.  branchai 
■nd  agcnciaar   tt  aoald  not  ba  oovecad  by  tha  Xet.     Sacond^    it  Is  not 
elaai  atoether  tha  'principally  conduot*  taat  ts  a  oontlnuing  ooat  'or 
cuBfila,   a  foceign  inatitution  aay  cobb  within  the  dsfinitlon  at  the 
tlaa  tba  Act  ia  aade  e(C«ctiva>  but  Btylatct  no  longac  quality  a-g-r 
it  espanda  to  the  point  irtieie  its  bualnesa  la  now  being  principally 
codducted   In  tba  U.S. 

The  Inherent  problea  with  a  qanecal  definition  in  the  tet 
ii  that  it  Bay  be  daalrable  to  have  broad  daCinlttona  for  soae  provlsiona 
<■').,  section  B  which  restricts  the  ccabtnation  of  banking  and  nonbanRing 
KtlirltieB  in  the  United  States,   and  to  have  Bore  liaitad  deflnltiona 
("t  other  provisionat  e.g.,  aections  Z-4  where  a  defined  focelgn  bank 
Uqlven  the  ability  to  apply  foe  certain  direct  ot   Indirect  banking 
Pc«et*  in  the  O.B.     Accordingly,   the  pcopoMd  definition  atteopta  to 
dUtlll  two  very  ganeral  oritarlai      (a)    incorporation  or  organliatlon 
•hoad,  and   (b)    the  power  to  engage  In  the  buslnesa  of  banking.^    With 
itiptct  to  particular  provislona  of  the  Act,   it  ia  left  to  the  agencies 
to  adopt,   tt  needed,  other  definitions  of  the  tera  as  «ay  be  n 


V  If  ui  organliatlon  la  required  to  be  actually  engaged  tn  a  banking 
iMslDMi  outside  the  tl.B.  to  qualify  aa  a  totelgn  bank,  a  shell  banking 
coicocitlon  organiiad  abroad  to  do  buaineaa  solely   in  the  O.B.  would 
■till  not  U  covered. 
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or  ^pcaprlaf  to  mity  out  th»  ptoviaioa*  of  tba  tot  or  pcvrant  MaalfiKa 
UMr«of.     Ttala  qirmu  flwtbiUty  to  oonsttec  th«  piupoMa  of  HOh  pcovlaiea 
•od  to  talloE  the  dafioitlon  U  DMdad. 

4.  Paga  4,  11m  3,  InMtt  ttaa  following -oaw  daCtnltiont 

'(12)    'conaolidatad'  aaana  conaolldatrt  In  aeoMdanca 
with  generally  accepted  accounting  pclnclplaa  In 
tbt  Dnltad  States  oonaiatantly  applied.* 

Btplaaatloni     ne  aaount  threabold  for   l^oaltlon  of  ■onatary 

oontcols  on  foreign  banks  In  Sections  7Ial (2|    and   (3)   of  B.R.   73as  both 

rely  on  a  'aonsolldated'  teat  applied  to  foreign  banka.     Itie  ceooMMnded 

aaantemt  would  Bake  clear  that  D.S.   accounting  ptlnciples  ate  to  be 

WPllad  In  datecaintng  what  auat  be  consolidated  fot  purposes  of  co^uting 

the  tbcaabold. 

5.  Page  4.  line  4,  strike  the  title  'Betabliahnnta  of  national 
Banks*  and  Insert  In  lieu  thataot   'Directors  of  National  Banka*. 

tttplanatloni     Section  2  of  B.R.    7335  refeca  only  to  directora 
of  national  banks  owned  by  foreign  bankqi   the  present  titl*  la  a  boldowr 
frOB  earlier  provlaiona  of  the  legislation  and  m^  be  alaleadlng. 

6.  Page  4,  line  33.   Strike  the  period  and  insert  in  lieu  thereof 
*.   and  the  last  santano*  of  aaid  paragraph  la  aManded  by  Inaertlng  a 
period  after    'prescribe'  and  striking    'but  in  no  event  leas  than  10 
per  centra  of  Ita  depoaita'*. 

Brplanatloni     flie  Uga  tot  presently  requires  that  Mge  Corpora- 
tions carry  resarTaa  on  dapoalta  received  in  the  united  stataa  In  audi 
aMounta  as  tba  Board  «ay  praaaribe,  but  In  no  went  leaa  than  10  pat 
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I  ot  If  dapcwlM.     Ih*  Board  ptaMotly  t«quicM  Mge  Corporations 
Ko  carry  tb«  mm  rasarraa  as  ■■■bar  bankSi    subjact  to  this  statutory 
■inlMM.     To  aaaura  coapetltlve  aquallty  bstwaao  branobaa  and  aganoias 
of   foreign  banks  and  Uga  Oorpotatlons,    it  la  racoaaandad  that  th« 
BlnlaiB  raqutraasnt  ba  allainstad  so  tliat  all  of  theaa  organtiatlons 
■rill  ba  Bubjaot  to  tha  sa»a  raqulraaanta. 

T.     Page  6>   Una  13,    inaart  'irtilch  angages  dlractly  in  a  banking 
liuslnass  outslda  tbe  Dnitad  Statas*  aCtCE   the  word  'bank*. 

ttg>lanatloni      It  la  auggeated  that  only  foreign  banka  engaged 
directly  in  a  banking  buainasa  outside  the  Dnitad  States  ba  allcwed 
to  open  direct  braocbea  or  agencies  in  the  O.S.   (sea  discussion  supra 
oi  tbe  definition  of  foreign  bank). 

8.     Page  6,   line  13,   atrike  ■(!)■  and  line  14  inaett  a  period  aftat 
■In*  and  atrike  lines  IS- IT. 

Bglanatlon;     Under  the  present  section  4(al  (i)   of  H.R.    7325, 
I  toreign  bank  cannot  establish  a  Federal  branch  or  agency  in  any  Stat* 
*)[•  a  foreign  bank  is  'prohibited  by  State  la«*  ftoa  establishing 
'  blanch  or  agency.     As  discussed  on  pages  3  and  <  of  the  Statement 
Ichi  'Statement')     accompanying  the  Board's  letter  of  May  IS,   19T7  to 
tbt  Ooograas,   the  Board  has  reooMMnded  that  tha  States  not  be  given 
'  tlgbt  to  veto  foreign  bank  entry  through  a  federal  branch  or  agency, 
kthai,  Uw  Board  has  re:o«mindad  that  the  State  authorities  be  afforded 
■  sooMltative  role  only.      (See  existing  section  »(d]   of  B.R-  T325). 
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9.  Pag*  •>  11ms  T-I,  atrlk*  "•iiga9a  in  Um  buslMM  of  r*o«lvlng 
deposits  or  •ssrclslng*  and  Insait  In  lUu  tiMcaof  *r«oalv*  dspostts 

Btplanatloni     ih«  auggestad  langiMga  dungs  avoids  tbs  ^oblaa 
of  datlnlng  what  it  aeans  to  bs  angogsd  'in  tha  bualnass*  of  lacaiTing 
dapoBltsi   the  ptcklbltlon  should  be  alaply  against  the  taoalpt  of  daposlft 
by  an  aganoy. 

10.  Pag*  B,  Una  25,  atclka  the  word  *or*. 

11.  Pago  9i  line  1>  strike  tbe  «ord  'agancy*. 

13.  Page  9,   line  IB,  and  paga  10,  line  B  stcike  the  worda  *or 
agency*. 

Biplanattoni  AaandBents  10-12  oould  lamova   the  laqulisaent 
of  a  capital  equivalency  deposit  foe  'Fedaral  agenciea*.  Pocelipi  baofe 
agencies  aie  generally  not  caqulred  to  Maintain  capital  equivalency 
dapoaita  under  State  laws  becauae  of  thelt  inability  to  accept  deposits 
tiam   the  general  publici  l^ositlon  of  suoh  a  requlceaant  on  Pedatal 
agenelea  could  put  the*  at  a  ooMpetltive  disadvantage. 

13.  Page  10,  line  16.  Insatt  the  following  new  paiagtspb  (4), 

■(41  Subject  to  such  conditions  and  requlreaants 

as  >ay  be  prescribed  by  the  Coaptrollei,  each  Eocatgn 

bank  shall  bold  in  each  Stats  In  which  it  has  s 

Federal  branch  or  agency,  assets  of  such  types  and 

In  Buch  aaount  as  the  Coaptroller  aay  prescribe 

by   general  or  specific  regulation  or  ruling  as 

necessaty  or  desirable  for  the  Baintenance  of  a 

sound  financial  condition,  tha  protection  of  dsposltors, 

creditors  and  the  public  Interest.  In  determining 

coapllance  with  any  such  prescribed  asset  requlreBents, 
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tlw  Ca^trollaT  ihall  glM  eradlt  to  {1)   umu 
raqulrad  to  b«  nalnUiiMd  pursuant  to  pacagraphs 
(1)    and   (2)   of  Chla  ■ubMCtlon.    (Ill    reaervaa  taqnlEad 
to  ba  BainCalned  pursuant  to  section  T(al    of  tha 
International  Bank  ng  Act  of  1977,   (111)   aaaata 
pLadgad  to  the  Federal  Deposit   Insurance  Corporation 
puraoant  to  section  6(Bt    of  the  Tnternationdl 
Banking  Act  of  1977,   and   (Iv)    tha  awmnt  of  any 
•uretT  bond  obtained  pursuant  to  section  S(b)   of 
the  International  Banking  Act  of  1977.     The  Caa^ 
trailer  nay  prescribe  different  aaset  laqulraaanta 
for  branches  or  agencies  In  different  Statea,   in 
otdai  to  ansaie  coaipatlttva  equality  of  Dnleral 
bcancbes  and  agencies  with  9tate  branches  and  agendas 
and  deaastlc  banks  In  those  States.* 

Kfflanatloni     Stat*  laws  generally  raqu Ire  foreign  banks  aatn- 

g  brantiMB  or  agencies  to  Maintain  aaaets  In  the  State  equal  to 

t  ewitup  of  the  liabilities  payable  at  or  through  auch  offices 

State.     ItM  general  purpoae  of  auch  [equlreaant  la  to  ensure 

Ui  tha  event  of  Insolvency,  there  will  be  sufficient  asseta  In 

ate  to  aattafy  the  cIsIbb  of  U.S.  ctedltoee  and  dapoaitors  of 

ffiea.     Federal  branches  and  agencies  should  have  aiBilat  aaset 

aaents   in  order  to  Insure  adequate  protection  to  U.S.  cuetoawta 

■patltive  equality  with  State  branches  and  agencies.     Under  thla 

lion,  each  foreign  bank  would  be  cequtrad  to  hold  aaaats  in  each 

In  lAich  It  has  a  Federal  bank  or  agency  under  rules  and  regulatlona 
pceaecibad  by  the  Coaptroller.     1h*  Ooavtroller  would  be  given 
itboElty  to  aet  different  raquireaenta  for  dlffecant  Statea,    in 

to  equaliM  ooipetltion  In  the  States  between  Federal  and  State 
hta  and  agencies,   and  between  Federal  bcancbes  and  agencies  of 
tic  banka. 
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•nd  lift*  20  iBMtt  •  MN  pwagcapta  (2)  m  Bollawi 

■(2)     In  tjij  racwlTiiihlp  pcooMdlag  octervd  purniMit 
to  liila  ■ubsectlon  {jl    lAencvci  thcr*  has  been 
paid  to  Moh  and  «v«ry  depositor  and  credltoi  «C 
■nob  foreign  bank  wtwn  al«i«  ot  claiae  Aall  bare 
bMn  pcoirad  or  illrwd     the  full  aHMint  oC  Boab 
claiu  arlstng  out  of  transactlona  had  by  tbaa  with 
any  biancb  (n  agency  of  auch  foreign  bank  located 
In  any  State  of  the  Onited  States^  ticept   CU  clalaa 
tbat  Nould  not  represent  an  enforceable  legal  obllgatten 
agalnat  tuch  btaiwh  oi  agency  If  such  branch  oi 
agency  were  «  aepaiata  legal  entity    and  (2)   aanunta 
due  and  other  Ilabllitlea  to  other  offices  ot  branctiM 
or  aggnclsa  Of,  and  wholly-otmed   (except  for  a 
noatnal  nuabei  of  dUcctors'  ahaies)   subaidlarlei 
of    «uch  foreign  bank    and  all  cxpensea  of  the 
receivership,    the  Oosptrollei  or   the  Federal  Deposit 
Insurance  Corporation,   iiheie  that  Corporation  has 
been  appointed  receiver  of  the  foreign  banXi    shall 
turn  over  the  feaalnder    It  wqr>  of  the  assets  and 
proceeds  of  such  foreign  bank  to  the  head  office 
of  such  foreign  bank,  or  to  the  duly  appointed 
dtaUolllary  liquidator  or  reoalTar  ot  auch  toietgn 
bank.- 

— P!ff"t;*"*"     Section  4(j)   pcoridas,  gaiwrally,  that  the  Ooiv- 

tcellvc  aay  appoint  a  ^ecelTar  of  a  fadeial  branch  or  agency  tn  aart«tn 

MtTMS  ■ituaUoiu.     The  EMeiTai  la  glTen  the  saaa  rights,  pclvllagas, 

poMra  and  author  tty  u  the  reoelver  ot  a  national  bank.     It  la  probtfOa 

that  it  a  foreign  bank  failed,  eredltora  froa  all  onr  the  tmrld  would 

aaak  to  present  ttaalr  olalas  In  aiqr  focus  wbsre  aubatantial  aaaats  avra 

located!  a  ffadaral  rsosiver  ot  a  federal  branch  oc  agaaoy  oould  be  pot 

In  tha  diftlovlt  position  of  harlag  to  oonsldu  oIsIm  troa  oesdttMs 
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tb*  Coc«l«n  taM*  iMvlag  no  dtEwt  nUttM  to  tba  bMloMS  at  Um 

•Ign  bMk  M  Its  oCf  Ion  la  this  oOMtcy.    Sm  rcepoMd  Miiiifciiilii 

lA  bar*  Om  fadacal  Eaoainr  p^r  oat  olataa  •clalag  dlraotly  cwt 

UwiMCtions  had  tv  dapoattors  or  ecadttori  with  U.l.  bcuiAM  and 

asloa  of  tba  tocalga  bank.    Onoa  aaoti  olalaa  and  ooata  of  tba  caoaivarahlp 

«  boan  paU  la  fall  oat  of  availabl*  aaaatai   tba  raeaivac  aeiild  turn 

IT  any  aorplDa  to  tta*  focal^n  b«ric,  ot  aoca  llkaly  Ita  itmlaili*cj 

[sldatoc.     ibiUi  clalaa  not  talatad  to  D.B.  btaneb  oc  aganqr  tranaaotiona 

lU  ba  oonstdatad  in  tba  ffaoaial  llquldatloa. 

13.     foga  12,  atrlka  Ifnoa  2a  tbtoogh  23  and  paga  13  atclka  lloaa 

tbnojb  13  and  laaaet  In  liaa  tbatoof  tba  tolloaliigt 

'SK.  5.     (al     ^»apt  aa  pcovtdad  by  ■ahaaotiow 
(b),    {1}   DO  foialgn  bank  aay  aicectly  o[  Indlractly 
Oparate  a  Fadcfal  branch  oc  agency  outside  Its  hoaa 
sutv  unleu  th«  State  U  one  In  wblch  it  could 
operate  a  brancb  oc  »9"*r/  if  it  atrt  a  natloiul 
bank  located  in  ita  tttme  State;   [2]   no  lorelgn  bank 
■ay  directly  oc  Indiraotly  opacata  ■  atata  bcanOb 
Ot  agency  outaide  ita  hoaa  State  unless   (A)    tba 
statute  laws  of  Uie  State  in  which  such  bcandb  oc 
agency  Is  to  ba  located  specifically  authoriie  a 
State  bank  orgonlied  undac  Otm  l^m  oC  auch  foreign 
bank'a  beaa  State  to  aatabliab  or  cperate  such 
braaoh  oc  agancy,  by  language  to  that  effect  and 
not  aetely  by  laplicatlon,   and   (B)   tba  Stata  branch 
or  agan^  la  approrad  by  tba  bank  cagolatory  autbocl^ 
of  tba  ttata  in  whldi  aiub  bcutota  Oi  agency  Is  to 
ba   Located)    (3)   no  foraign  bank  oc  ct^^any  of  ahUi 
it  la  1  Bubaldlacy  aay  dltectly  oc  indiceetly  aognlca 
aar  voting  abacaa  of     interest  in  or  substantlaUy 
all  oC  tba  aaaata  of  a  ooaaarcial  landlag  ooi^aiv 
loeatad  oataUa  of  Ita  boaa  SUba  nnlaaa  (Jt)   tba 
atatDba  lava  of  tba  atata  in  wbiCb  anefa  ooapany 
la  to  ba  loeatad  qranitloaUy  antbocla*  a  Stata 
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teidt  or^uilsad  undat  Um  lawa  of  audi  Cotalgn  bank** 
homm  State  to  acquiic  any  such  coapany.  by  language 
■  to  that  «I(«ct  and  not  Mcely  by  iipUeatlon,  and 

il)    tha  acquisition  la  appcovvd  by  ttie  bank  ragulatory 
authority  of  the  State  In  Hhich  Bueh  oom»tai*l 
lending  coopany  la  to  be  located)  and   (41 
no  foreign  bank  iiy  directly  or   Indlraotly 
acquire  any  voting  ahaies  of    Interest  Ln  on  mibatanttally 
all  at  tha  aaaata  of  a  bank  located  outside  of  Ita 
biMa  State  unleas  such  aoquisltlon  would  be  paraisalble 
ondec  section  3  of  the  Bank  Holding  Coapany  Aet 
oC  1956    It   the  foreign  bank  ware  a  bank  holding 
oo^any  the  operations  oC  wbosa  banking  snbaidlaclas 
waia  principally  oonductad  in  tha  foreign  bank's 
bwa  State.' 

Baplanatloni     Thia  raee«aanded  aiaanAaant  to  aectioti  5  (a)   of 

H.R.   T32S  Bekaa  three  aubatantiva  changes  diacuaaed  ofk  pages  2  and  3 

of  Um  Stataaent.   aa  wall  aa  certain  technical  changes,     rirst,    it  aould 

subject  agendas  of  foreign  banks  to  ttie  aaae  Interetate  restrictions 

that  apply  to  branches.     Aa  atatad  in  Vice  ChainMn  Gardnec's  testiwiny 

mi  B.R.   13876,   though  ageneias  do  not  accept  dapoBits,    thair  credit 

balance  accounts  aerv*  aany  of  the  aaae  functions  as  deposits  and  ageneias 

May  parCora  nany  other  ooaasroial  banking  activitiea  that  ace  carried 

on  by  branchea  of  U.S.   banlisi   such  as  tha  aaklng  of  coaaeEcial  loanat 

that  cannot  be  engaged  in  by  O.S.   banks  at  out-of-state  offieoa.     Second, 

while  the  NcFadden  Jiat  test  has  bean  retained  for  federal  branobes  and 

agenciasi   it  has  been  delated  for  state  branches  and  agencies,     under 

the  aaanteanti  a  foreign  bank  would  be  able  to  aatabllA  a  Stat*  branch 

or  agency  outstda  of  its  boas  State  it  a  Sute  bank  In  Its  hoaa  State 

could  eatablisb  such  an  offioa.     noa,   II  reolprooal  branching  lagialatlon 
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«*tr>  p—aa  b»f>»n  tao  Stata«,  Cocvign  banka  ooold  b«n*f it  frOH  Boeh 

^=twn3«s  In  Stat*  law.     Ihlcd,   f«ral9n  banka  itoaU  not  b«  allomd  to 

'^Bcqulte  Intateata  in  co^Mroial  landing  aubaidlartaa  outslda  of  tbair 

Kaoaa  Stata  unlaaa  tha  aututa  lawa  of  tba  racalvlng  State  apaclflcally 

^Uwnd  a  State  bank  in  thalr  hc«e  Stata  to  Mke  anch  aoqulaitlon. 

^nu  parallela  tha  Intacatate  taata  tot  aganelaa  and  ooaaatcial  Landing 

^soipanlcB  in  viav  of  tbaic  aimilac  powers. 

16.     Page  13,  Una  20.     Iha  Congresa  My  wiah  to  Bova  the  grandCathacing 

<3att  foe   intacatate  opacatlona  up  to  tlie  date  o(  Introduction  In  ttaa 

'Sth  CoogceBBi  and  aar  >l*b  to  aake  cLaat  that  if  •  foreign  bank  convecta 

a  ftandtatberad  office  to  another  form  of  organlxatlon  e.g.,  oonverta 

•  gcandf atharad  branch  to  an  agancyi   it  would  not  loaa  Its  gcandtathar 

liqtita. 

IT.     Page  13,  atcika  linea  21  through  2S,  and  page  14  atclka  lines 

1  through  10  and  insert  in  Liau  thereof  tha  followingi 

*  (O   ror  tha  parpoaea  of  tbla  aeetlon,   the  bom 
State  of  a  foreign  bank  that  has  branches     agenetea, 
subaldtacy  ooiMrotal  lending  conpanles    or  aut^ 
sidiary  banka,  or  any  conblnaMon  thereof     in  mra 
than  on*  State,   is  wtiichevet  of  such  Statee  ia 
deterained  by  election  of  the  foreign  bank,   or, 
^  in  default  of  such  election,  by  the  Board.* 

ti>lanatloni     If,  a«  suggeatad  aupt^,  agenclaa  and  -Jimurcial 

Imdlng  ooipanias  era  treated  the  aaa*  aa  branches  end  subsidiary  banka, 

inpectlvely,   than  a  foreign  bank  should  si^ly  be  allowad  to  choose 

^  ;       ALcA  Bute  ia  to  b*  its  hiBa  Stat*,    regardless  of  the  fora  of  organitatlon 

tlMt  U  aainUined  in  ai^  State. 
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U.    Wmgm  15.  strito  Umm  S  thxongb  3«,  nd  (■>•  IC  buUb  1 
1  tbtoogb  3  and  tnMrt  In  llau  tb«rao£  tb»  Collcwingi 


■SK.  C.     (a)     im  bcmcb  of  •  tormUpx  buk  wat 
baooa*  an  liwurad  bank  undar  Um  fMaral  Deposit 
UMoranca  tet  {12  D.B.C.   1SU-3U»  <d.tb  tMpact 
to  Ita  doaaatlc  dapoalta.  a*  datlnad  by  ragulatlea 
by  tJM  Board  of  DlcaotoEa  of  tba  fadaral  Dapoait 
Insurance  Corpoiatlon.     Opon  ao  baooalng  an  Inmtad 
bank,  a  Fadacal  bcancb  dull  UiBCMftai  be  traatad 
«•  if  It  Hwr*  a  lutional  BeBbet  banki  and  any  othar 
branch  aball  thaceafteE  be  tieate>3  as  It  It  war* 
a  Stata  aeabcr  bank    for  purposes  of  applying  the 
Padaral  Depoait  Inauiance  Act  to  «uch  branch's 
dOKStlc  activities,     hny  brandi  vtilch  becoaes  an 
insured  bank  shall  wlntaln  with  the  Pedecsl  Svoalt 
Inauranca  Cocporatloni   oi  aa  the  Corporation  aay 
othatwiM  direct,  a  sucoty  bond  at  a  pladga  oC 
aaaata  in  such  aaount  and  subject  to  such  conditions 
and  Tulas  as  the  Corporation  nay  ptcacribe  for  th* 
purpose  of  providing  soae  additional  protection 
to  the  deposit  insurance  fund  against  the  additional 
tiaka  enCalled  in  insuring  the  daneatic  depoaita 
of  a  foreign  bank  whose  actlviCiea,  asaetSi  and 
peraonnel  are  in  larga  part  outalde  the  Jurisdiction 
or  the  Dnited  Btataa.     In  praaoriblng  such  rulesi 
bowaraE    the  Corporation  aball.  to  the  ■axlBua 
extant  It  consldera  appropriata,  endeavor  to  avoid 
livraeing  requlreaents  on  auch  branches  that  irould 
place  the*  at  an  undue  ocapetltive  disadvantage 
vls-a-vls  doneatically  iaoocporatad  banks  witb  Mhlcti 
tbay  ooapata— 

(b)      Oubaactioo   (a)   of  thla  BKtLoo  diall  tak« 

effect  ISO  daya  after  enacunnt  hereof.     Within 
90  daya  after  enactaent  and  *a  nay  be  appropriate 
thereafter;   the  Corporation  shall  sutalt  to  the 
Congress  Its  rec«Mwndationa  for  aaendlng  tta  fMaesl 
Depoait  Inaurance  Act  ao  as  to  anabla  tba  Coipocation 
to  l^leBent  the  proviaiona  of  this  ■action  in  a 
■anneT  fully  oonaiatant  with  tte  porpoMS  of  that 


,v  Google 


iplwittlifnt    nta  MinJaidt  Mnld  strlk*  tb*  «aatl«a  Motion 
S    of  B.K.  7325  Mtd  nplaoo  It  vitli  tba  altotnattm  suggoatod  bg  ChalraaB 
B«Eiwtt  of  tho  IDIC  in  bis  Uttor  of  Angiut  3C,  1>7<,  to  Booatoc  Nolit^rco 
on  H.K.  13B7St  Moopt  that  tbia  ptopoaaJ  taanteaat  would  aaka  Inaoianea 
WndihoTT  for  facaoobaai  akaraaa  ChalnHn  Batnatt'a  ptopoaal  would  bav* 
tnniuio*  ba  optlop*!.     lb*  Aoardi   aa  aaplalnad  Bora  fully  «o  paga  4 
of  tba  Stat  Mint,  baa  oonalatantly  rirnwindad  that  Inaotanc*  ba  aada 
auditory  £oe  iMWoaa  o£  both  national  traabant  and  protaotion  of  D.B. 
Itpwltora. 

19.     Faga  16,  llna  10,  liiaoit  tba  woida  'bank  and'  baton  'raiitclal 
Imdtng  oo^'any*,  amd  Una  13  inaait  tba  word  'bank*  batoca  "or". 

Brolanatlooi    Saa  asplanatlon  foe  aaaodaanta  iwabatad  22-30. 

10.  »«9a  It,  lina  10  Inaart  tba  w»da  ■dl^aetlr  or  indliactly' 
tfttr  ■oootcollad'. 

Biplanatlooi    9t»  Inaattlon  of  diraotly  or  indiraetly  would 
Htt  claaE  that  a  bwik  or  ooHaarolal  landing  aubaidlary  would  ba  subjact 
to  rawtary  policy  oontnAa  avan  if  It  i«aa  bald  Indtrsotly  by  a  group 
^  fotalgn  baaka  tiirougfa  a  doaaatio  ^  foralgn  bank  holding  oo^aiv* 
Bm  (iBllar  dhangaa  in  Manfcaota  nwbarad  33,  37  and  29. 

11.  Paga  ISr  llna  IS  obango    tha  aaal-colon  attar  'kef  to  a  period 
ud  ttrika  tba  rawindar  ot  tha  line  and  linaa  1«  throogh  2S,  axoap't 

tec  Iha*  on  lina  25. 

^lanatlopi     Tba  language  atruck  panaittad  tha  Board  to  aat 
ditftiMt  laaarTa  and  intaraat  rata  raqulraaanta  for  bcanchaa,  aganciaa 
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Mid  Vmt  Xork  ImaaUMnt  covw  •obaUiatlcs  of  tottiga  tank*.    Nbll* 
MMti  ptavialon  was  wparvntlj  IntMtdad  to  alloir  tba  Board  flaxtbllt^ 
In  Mttlng  aonatary  policy  cequltcaentB'  Ita  inelnaloa  la  Inoonalataat 
with  tba  ptlnoipla  of  national  ttaatMnt  and  tboaia  tm  oalttad.     ttcon^ 
Ita  ability  to  graduata  In  tba  laipoaltlatt  of  caaarv*  raqnicaaanta  ovac 
a  pailod  of  tlaa  and  to  daf  Ina  and  claaaify  dapoalta  and  praaorlba 
rataai  tba  Board  aould  •••■  to  hava  auffioiant  lagal  anthocl^  to  daal 
with  an;  problana  that  sight  ariaa  in  l^oaing  caaarv*  raquliaaanta 
on  D.S.  opeiatlona  of  foialgn  banks. 

23.     Paga  17,  Una  2,  Inaeit  tba  void  ■baitti*  bafota  -and  coaaaielal 
landing  eoapanlas*. 

23.  Paga  17,  Una  14,  Inaact  tba  words  *bank  or'  batfxa  'coHtrolal 
landing  ooapany*,  and  llna  15  Inaact  tiia  aocda  "dicactly  oe  Indicaetlj' 
baCoca  'controllad* ■ 

24.  Paga  18,   linaa  7-8,  atzlka  'anar  coaMBrcial  landing  oMpanr" 
and  inaart  in  liau  thacaot  *aiqr  bank  at  oo^wicial  landing  ooapaagr 
■ubjact  to  aaotlMi  7(a)  of  tba  Intacnatlonal  Banking  tet  of  U77-. 

29.     Paga  IB,  lina  10,  Inaact  a  paclod  aCtai  'bank'  and  atclka 
tba  ptacaae  baginning  with  ■!(  maeOi  bcaach-  and  antling  with  'Bet  oC  UTT* 
on  lina  13. 

34.  Paga  IS,  linaa  14,  IS  and  IB,  Inaact  tba  word  ■baidt"  baton 
tha  MOtd  'or*  in  aach  llna,  and  inaact  a  ocaaa  attac  *bcanoh"  In  llna 
14. 
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27.    lag*  U,  Um  1.  laMct  -bMk  «r*  bttotm  "oaancatol  iMidlag 
oo^Mf",  Md  llM  2  ioMCt  ■dtT«Mlr  or  indliMtlr*  twien  ■oentcolUd*. 

3».     M9a  U,  llM  U,  iRMCt  tb*  wwd  ■buk-  at  tb*  b^lnntng 
at  tba  liM. 

2».     raga  U,  11m  19.  InMrt  tiM  Mocte  ■bwik  or-  bcEora  ■e<MMTol«l*, 
and  llna  20  inaact  'dltaotly  ot  IndlcaoUy*  baCota  'oonttollad'. 

30.  laga  20,  liaa  *,  Utmtt.tbu  aord  •,  bwAa'  baeoea  *oc*. 
aplanatloat     FtopoaaJ  aaantaanta  23  through  30  aould  ownd 

•aetlon  7  of  i.K.  733S  to  aubjact  0.0.  bank  ■ubsldlacles  ot  foralgn 
bairita  to  tba  aiaa  Banatarr  and  ragulatory  ooatrola  to  ba  appllad  to 
bcanchaa.   agaaolaa  and  OMaaaralal  landing  oo^any  aubaldlarlaa  of  focaign 
banks.     Aa  polntad  out  by  Tica  Oiairwui  Oacdnar   la  bla  taatlaoiv  aa 
I.B.  13B7S,  and  aa  dlaouaaad  aoca  fully  on  pagaa  1  and  3  of  tba  Btatwwnt. 
aaavtlon  at  foralgn  bank  aubaldlarlaa  ftoa  aonatacy  oentrola  oould 
laault  tn  an  aiwaloaa  iltuatlon  wharaby  part  of  a  foralgn  bank's  oparations 
MDold  ba  aubjaot  to  aanatary  controla  and  anothac  part  mold  not— «ar 
•aaapla,  a  foralgn  bank  that  naintalna  both  a  iwn  wanbar  aubaldlary 
bncA  and  bcanebaa  oc  aganolaa.     Aa  aaandad  aaotlon  would  only  apply 
to  aubaldlarlaa  of  thoaa  foralgn  banka  that  bava  worldwlda  eonaolldatad 
aaaata  in  axoaas  of  U  billion. 

31.  Paga  21,   llna  U,    inaact  tba  following  naw  aactlons  7(f)   and 
7(9)1 
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■«)   nOasa  tha  Bo 

proviBlon  exists  uniJsc  the  laws  of  the  8t«t«  In 
which  each  agency  or  branch  of  •  focciqn  bank  la 
established  or  opecacinq  pursuant  to  BUte  Utn, 
each  foreign  bank  shall  hold  in  Mofa  Otata  In  lAMi 
It  has  a  State  branch  or  agency  the  Bane  aKiunt 
and  types  of  sBseta  that  woaU  be  requited  of  a 
federal  branch  ot  agency  in  that  State  pursuant 
to  aeotlon  4<g)<4)  of  the  mtatiwtilan  Banktag  net 
at  1977. 

<g)     Bach  bank  organised  under  the  lava  of  a  foreign 
country  and  with  an  office  or  doing  business  diraotly 
•31  Indirectly  through  a  iubaldlary   In  the  tlnlted 
States  shall  make  to  the  Board  such  reports  which  . 
shall  be   in  such  foin  and  shall  contain  such  in- 
ioroatlon  as  tbe  Board  nay  require  to  enable  it 
to  carry  out  Ita  responsibilities  under  tbla  «ct 
and  tha  iMacal  Baaerve  Act.' 

Bcplanationi     It  la  mrrainJed  in  na«  saotlon  7(f|   that  tha 

dcaaatic  aaaet  cequiraaanta  nnn—inded  for  fadaral  btanohaa  and  tqmaai 

in  propoMd  ■■■n.'kiint  nuabar  13  (new  aactlon  4(g)  (4)),  and  lAlob  baa 

already  been  adopted  by  aost  States  that  lieenaa  agenoiaa  oc  btanebafl 

t>t  foreign  banks  CHatf  Xotk,  California  and  ttlinola)  alao  be  appliaS 

equally  to  all  Stat*  brancbaa  and  aganciaa.     If  ftata  law  oontalaad 

an  adaquata  pcowiaion  to  protect  doaeatle  dapoaitora  and  ar«dltoc«r 

•action  7(f)  would  not  apply. 

.    Ihe  new  aactlon  7(g)  would  azpand  tba  aothoci^  of  tba  BoMtf 

to  raquii*  reports  of  foreign  banks  without  banking  sftieaa  b<A  naeac- 

tbalaaa  doing  bualnaas  in  tba  Dnltad  Statu— aoab  aa  tbrau*  riBniiati 

tiva  oCfleaa  at  which  D.8.  dapoeita  and  loana  mag  ba  aolleltad  bat  aot. 
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33.     P«9*  33,  llM  31,  strlk*  tiM  MXdi  -llotwltbatMiding  wqr  •wtciaa 
of  tb*  autltmciey',  and  stcik*  lliw*  23  through  35. 
33.     Vm^m  2«,  sttllu  liiMa  1  through  U. 

ttPlwMitloni    AMndtMnks  33  and  33  would,  ■■  tmtammttOM  by 
the  Boacd  on  pagaa  4-5  of  tha  atatawnt,  aaand  Saotion  B  oC  h.r.  T33S 
by  raaovlng  tba  lialtatlooa  and  laatrictiona  lapoaid  on  tba  gcandfathating 
at  seeu[ici«9_afflliatBB  of  Cocalgn  banka.     Obdar  the  aaandad  prapoaal> 
MciuUlM  aftlllataa  would  ba  parwanantlr  grandtatharad  it  aatabllahad 
Wort  Daeaafcat  3.  1974— tha  original  data  of  Introduction  of  tha  Board 'a     . 


bUL. 


Paga  2S,   Una  25  la  aaandad  by  adding  tha  Collowing  naw  aaction 


■(a)     Section  2(h)  of  the  Bank  Holding  C 

of  1956  la  ■■■niid  by  atrihlng  the  pcoriao  to  that 

•action  and  inaarting  in  lieu  thereof  the  foilow- 


■Proeidad,  bowevat,  lltat  tha  probibitiona 
of  Section  «  of  this  Act  ahall  not  apply 
to  ahataa  of  any  co^any  organiiad  under 

the  laws  of  a  foreign  country   [or  to 
shares  of  any  aubsidiary  of  such  "yiiriY 
principally  engaged  In  actltfltigHGncidentaJ 

.^r^nciMllj^enjajed   In  buaineaa  outside 
tJIFTfStedStateBlf  such  shaiee  are  held 
or  acquired  by  a  ibank  holding  eoaipai^ 
organlied  uitder  the  laws  of  a  foreign 
country  that  la  principally  engaged  in 
the  banking  business  outside  tba  United 
Stataa,  except  that   CD    sucti  a  ccapany 
W  ^n  engage  In  tha  bualneaa  of  underinriting> 
•ailing  or  diatribotlng  aacuritlea  In 
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tlM  Mltad  StatM  on^  to  Um  aztant  that 

a  bank  holding  coapany  "3  do  ao  ondai 
this  Act  «nd  undar  tagulatlona  oc  otdara 
issued  by  the  Board  under  this  Act.  and 
(B)  aay  anga?*  in  the  Dnited  Statea  in 
any  banking  or  financial  operations  or 
tTPM  a(  activities  peraltted  under  aaotlon 
*(c|  [>)    ot  in  any  order  or   regulation 
iaauad  by  the  Board  under  auch  section 
only  with  tha  Board's  prior  appiotfal  under 
that  section,  and   (21    no  dowstlc  office 
or  nibsidlary  oC  a  bank  holding  ciMpany 
ot  aUbsldUry  thereof  holding  ahacea  ot 
such  coi^ny  laay  extend  credit  to  a  dcoestlc 
office  oc  subsidiary  of  such  cosftany  on 
terns  nore  favorable  than  those  afCoidad 
einllar  borrowers  In  the  Oilted  stataa. 
Pot  purposes  of  this  aub8ectlon--(l     a 
bank  holding  oa^aiv  may  not  In  any  case 
be  considered  to  be   "principally  engaged 
In  the  banking  business  outfllde  the  United 
States'    it   its  principal  banking  subsidiary 
la  looatad   In  the  Onlted  Stataar  and    (11) 
'doaastie'   neans  located  In  the  Ifntted 
States  or  organited  under  the  laws  of 
the  Dnited  States  or  any  Ststa  thaceoE.  " 

aiplanatloni     Tbe  present  section  2(h|   of  the  Bank  toldlng 

Coapany  kct  provide*  that  the  nonbanking  prohibitions  of  the  Act  "shall 

not  an>ly  to  shares  of  any  ooapany  ocgantiad  under   the  laws  of  a  foreign 

country  that  does  not.  4o  any  buainess  In  the  Dnited  Stataa.    if  auoh 

shares  are  held  ot  acquired  by  a  bank  holding  ccapany  that  la  principally 

engagad  in  the  banking  baa inaaa  outside  tb«  (hiltad  Stataa."     Thua>   ondM 

tba  current  section,   a  foreign  nonbanklng  coMpany  hold  ot  aoqulted  tar 

a  focaign  bank  is  only  eligible  toc  a  statutory  exaaptton  ftca  tha  Act's 

nonbanklng  piohlUtlona  If  It  doaa  no  bualnaas  in  tbe  Onlted  States. 
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Ihta  anendBent,  Eltst  pcopoa«i]  by  Vice  ChaiiBan  Gaidncc  In 
hit  ttstlaony  on  B.R.  I3B76  and  «ndoc««d  sqaln  by  the  Board  on  pp.  5- 
7  of  th*  StkCeMnt.  vDuld  «MtM]  sw:tio<i  2(h)   of  the  Act  to  give  [oiei^n 


bant  holding  oeaftanies  principally  engaged  In  banking  abroad  a  statutory 


t  eiceptlonsi    however,   i 

llttf  no  co^iany  aay  qualify  Cor   the  exenptlon   If    It  conducts  a  O.S. 

**<:u[itlea  buaineas  that  wnild  not  be  pernlsaible  for  a  doaestic  bank 

'Wldlng  coapanyt   this  serves  to  prevertt  this  exeaptlon  froa  being  uBed 

I  My  to  avoid  Slaas-Steagall  prohibit lonB./seoondlyt   no  foreign 

f  ua«  this  exeiitlon  a 


t«nli  holding  coMpany  ■ 


B  of  5  «lcl ta)   of   t 


!  ftct.      fai  exaaplt 


I  ot  evading  the 

[  a  eoralgn  bank 


ama  a  foreign  leaning  concanjj  that_taMMm.aflv^pnly  establlah  a 
attices  in  the  United-atataa^o  eonduet   leaalng  operationa  in  ae 


Mlth  the  saae  Itaitationa  and  proeeducea  that  apply  to  dogteatj^^nk 
holding  coapaniea  under  S   41c) (8)   of   the  Act  and  the  Board's  Regulation 


nouing 


1 


J'Hiicdly,    it   la  provided  that  no  domestic  office  or   subsidiary  of 
a  foreign  bank  or  aubsidlaiy  thereof  nay  extend  credit  to  a  doaestic 
office  or   aubaidiary  of  a  foreign  nonbanking  conpany  qualifying  for 
tlM  aiMVtion  on  teraa  note  favorable  than  those  afforded  slnilar  boriowsK*] 
In  tba  UnltAd  States.     T&ia  condition   is   loosed  so  as  not  to  give  the 


.y\ 


X 


^oogT( 


toT«ign  bank  or  nonbuik  f Iraa  inwalvad  In  advantag*  ovar  tbatr  laapaetl** 
O.S.  ccivatltora. 

In  addition,  apptoprlata  goTarnlng  daClnltloaa  bava  baan 
pcopOMd  In  tba  MHOdaant.     n>i  «Maiipl«.  In  oidar  foe  a  fM«i9B  bank 
holding  coapany  to  b«  'principally  angagad  In  tba  banking  buainaaa 
outaida  tba  Onltad  Stataa*  and  tbua  eliglbla  to  vmm  tba  axavtlea.   Ik 
li  ptovldad  tbat  Iti  principal  banking  aubBldiarr  cannot  ba  looatad 
In  tiM  Dnitad  Stataa.     Thla  lattar  dafinition  pravanta  larga  D.S.  baaklag 
organliationa  ttam  avar  balng  abla  to  uaa  tha  azaaption. 

ihe  ganeral  pucpoaa  of  tba  piopoaad  aaandaant  la  to  makm  elaac 
tbat  tba  Bank  Boldlng  Co^any  Act  and  H.R.   7335  ara  not  Maant  to  vplr 
out  Idaaa  of  banking  to  foreign  bank  oparatlona  that  daclTa  froa  and 
hava  theli  prlaary  affacta  In  ooonttlaa  outalda  tba  0.8.     Slnoa  tba 
cqiVnl"  exaiVted  anat  ba  principally  engagad  in  bualnaaa  outalda  tba 
Dnitad  Stataa  and  alnoa  tba  foralgn  bank  auat  ba  prlncipaltr  angagad 
In  tba  buainaaa  ootalda  tba  Dnitad  stataa.   It  is  not  antlclpatad  that      ^ 
tba  aaandnnt  iwuld  hava  algnlt leant  effacf  on  the  conoenttatlon  of 
doaeetlc  raaourcaa  or  give  foreign  banka  at   their  nonbank  afflllataa 

aignlticant  coapatltlve  advantagea. Hie  pcopoaad  aMndMnt  mold  «la^ 

ba  oonaiatent  witb  tha  D.6.  approach  of  ancoucaging  foreign  tixaaiwnl 
in  thia  countrrt  lack  of  a  atatutory  azaaption  any  dlaoooraga  Hajoc 
foralgn  iwnbanking  ccapanlaa  fro*  aatabliahlng  facllltiaa  In  tba  O.S. 
baeauaa  oC  a  foralgn  bank  aharaboldat.     Plnally>  tha  propoaad  aaaoAiMt 
aboald  laaaan  tba  poaalblliir  of  it  ratallatocy  Maaswaa  balng  tatoa 
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35.  t»ga  IS,  llna  1  mtrlk*  •GOJDBJtaa  for*  ud  liuact  in  lUu 
ebanac  "nuBmr  or  folick  jub  onsMsaar  coMSOLTAnaM  om-. 

36.  F«ga  3t,  lin««  2  and  3  strllie  *n*  S«ceatary  of  th«  tiaajury 
In  Issuing  guidallaaB  undai:  thU  Mctton.   snd*,  and  capltslli*  'tba* 
on  licM  3,  and  atrlka  tb«  cotMe  aftac   'Jkit"  on  line  4. 

37.  P>9«  2C.  mttikm  linss  17  through  2S. 

M.     Paga  27,  strika  linaa  1  through  11,  and  radoalgnata  Biibaactions 

•W  and  ■(•]-.  linaa  12  and  30.  aa  aubsectlona  •(b)'  and  ■(c)*. 

19.     Paga  28,    Unas  6  and  20,   cadaaignata  aubaactiona  *(f)*  and 

'111*  »  aubsactlons  *<d]   and  ■(•)■. 

Btplanatloni     AnandMnta  35-39  and  41  would,   aa  —mill 

>!T  tlw  Boacd  on  paga  5  of  the  StataMant,  altBlnata  the  detailed  guidalinaa 

Pnlitona  in  aection  9  of  H.R.  7325. 

to.    Page  31,  Una  16  tnaart  the  following  new  aactlooi 

■MBHDHBrr  TO  TBB  BMRING  «CT  OP  1933 

asc.    12.     Section  21  of  the  Banking  *ct  of  1933 

(12  D.S.C.   378)    is  amended  by  striking  clauae   (B) 

of  paragraph  (2)   of  aubaaction   (a)    tbaceof  and  inaectlng 

in  liau  thataof  tba  tollowingi 

■(B)   ahall  ba  peisittad  by  the  milted 

*  States     any  State,   Teccltory,   or  Diatrict 
to  angaga  In  auch  bualneaa  and  ahall  be 

0  Bubjactad  by  th«  lawa  of  the  Dnttad  Statea, 

oi   such  State,   Tecritory  or  Oiatrlct  to  - 

•zaBination  and  regulation. " 

»BiUnatiowi    This  aBan-taant  cecognisea  that  a  Cocaign  bank 

*  mj  iMfnUy  angaga  in  a  dapoa it- taking  bualneaa  In  the  United  Statea 
tOroo^  tba  aatabllahsant  «f  a  fadacal  branch  under   aection  4  of  H.R.   7325. 
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nta  ontTADt  ptovislona  ^  tlw  BaiAlng  Aot  of  1133  do  oot  oovoc  anS 
a  poMibillty  and  accordingly  an  aMoAMiifc  ta  itaaaad  la  ocdar  to  • 
mf  poialbl*  oonfttcc  batwaan  tha  fadaial  btamh  pcovlaiona  oC  ■.R 
732S  and  Sactton  21  of  ttw  Baidtlns  let  at  1133  ohlcb  provldaa  aria 
panaltlaa  for  any  violation  of  Ita  ptovlalona. 

41.  Paga  31,  Una  U  tadaalgnats  ■SBC.  12.-  m  'SK.  U.",  m 
■tclka  tba  ooana  attai  *Coif>trollar*  and  Inaufa  In  liau  tbataoC  tl» 
aord  'and'  and  atrlka  *.  and  tha  Swuatary  of  tba  TtMaory*  oeaUw 
on  line  19. 
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BOARD  OF  GOVERNORS 
FEDERAL  RESERVE  SYSTEM 


Dr.  Holfgang  Jahn 

Kuiaging  Dlxeccor 

Comierzbank  A.G. 

25  Brelce  S trass e 

4000  Dusaeldorf  1,    GeTmatiy 

Dear  Dr.  Jahn: 

During  n^  talk  at  the  recent  convention  of  the 
Bankers'   Association  for  Foreign  Trade,    time  did  not 
permit  an  answer  to  one  o£  the  questions  you  put  to  me. 
I  have  been  anxious    to  correct  that  omission  as   the 
question  you  raised  is   an  Important  one  and  deserves  a 
■eilous  response. 

To  generally  restate  your  question:      Is   there 
tnily  a  iteed  for  the  Federal  Reserve  to  control  foreign 
banks  for  domestic  monetary  policy  purposes  and  because 
of  their  role  as  conduits  for  flows  of  funds  to  and  from 
the  United  States? 

It  la  important  In  approaching   this   question  to 
^p  two  things   In  mind:      first,    the  character  of  the 
focelgn  banks  operating  in  this  country  and  the  nature  of 
their  business;    second,    the  tools   employed  by  the  Federal 
^serve  in  the  conduct  of  monetary  policy.      On  the  first 
of  these  points,    there  must  surely  be  agreement  that  the 
foreign  banks   coming  to   this  country  are,    for  the  moat 
put,  very  large  Institutions  of  multinational  repute  and 
clearly  key  institutions   in  their  home  countries;    that 
their  business  In  this  country  is   intended  to  be  largely 
I       of  a  wholesale  nature  including   loans   to  multinational 
I       torporations;    that  their  location  here  is  also  motivated 
I       Bj  a  desire  to  obtain  a  U.S.    dollar  base  for  their  multl- 
oitional  operations  as  well  as   to  assist  In  clearing  and 
foreign  exchange  operations;    and  that  the  inevitable 
effect  Is   for  them  to  have  a  significant  role   in  U.S. 
■oney  and  credit  marketa   In  competition  with  the  large 
■■Kier  center  banks . 
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Vith  regard  to  th«  second  of  ttwaa  point*, 
reserve  requirements  have  been  employed  as  one  of  the 
principal  tools  of  monetary  policy  in  the  United  States 
in  conjunction  with  open  market  operations.     The  utility 
of  reserve  requirements  rests   in  their   function  as   a 
fulcrum  on  which  the  lever  of  open  market  operatlona  can 
work  to  affect  the  cash  position  of  member  banks  and, 
hence,    their  ability  to  extend  credit  and  create  monetary 
liabilities.      The  ability  to  alter  the   level  of  reserve 
requirements  provides  a  means  for  changing  the  leverage 
of  those  operations. 

Currently,   about  two-fifths  of  the  coomercial 
banks   in  the  United  States   are  member  banks  and  these 
banks  account  for  about  three-fourths  of  the  deposits  In 
all  insured  banks.     A  substantial  proportion  of  contierciaH 
bank  liabilities   Is   thus  directly  subject  to  reserve  re- 
quirements.     However,    the  proportion  of  banks   that  are 
member  banks  and  the  proportion  of  deposits   that  is   lodges 
in  member  banks  have  been  declining  in  recent  years .      The 
Federal  Reserve  has   consequently  become  seriously  concern^ 
about  the  Impact  of  this  membership  erosion  on  its   ability 
to  conduct  monetary  policy  efficiently.      One  expression  o 
this  concern  has  been  to  seek  legislative  authority  for 
the  extension  of  reserve  requirements  to  all  comnercial 
banks. 

Viewed  against  this  background,    the  foreign  bantoa 
form  another  set  of  banking  institutions  in  the  United 
States   that  is  growiog  very  rapidly  and  whose  liabilities 
are  not  subject   to  reserve  requirements.     Moreover,    this 
set  of  institutions   Is  conducting  a  banking  business   is 
essentially  the  same  ways  as   the   large  domestic  banks 
that  are  members  of  the  Federal  Reserve  System.     The 
following  comparisons  of  selective  activities  of  the 
foreign  banks  here  with  those  of  the  175   large  manber 
banks  that  report  weekly  to  the  Federal  Reserve  art 
revealing. 
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f«ul  «as«ts 


clc  lnt«r-bank 
loans  (aainly 
Federal  funds) 


'  Data  are  as  of  the  end  of  1976  and  are  In  billions 
of  dollars.      These  comiiarlsons   are  approximate 
since  the  data  are  not  exactLjr  comparable 
— e.g.,    figures   for  total  assets   and  deposits 
of  foreign  banks   include  $7  billion  of  intra- 
coiq>an7  bus  iness ,   where  these  are   largely  but 
not  entirety  netted  out  in  the  case  of  large 
■eaJier  banks. 


The  importance  of  foreign  banks'    operations   in  U.S. 
money  and  credit  markets  is  clearly  Indicated  in  these  com- 

?arl8ons.  They  also  illustrate,  though  In  a  somewhat  rough 
ashion,  the  competitive  niches  that  the  foreign  banks  have 
carved  out  in  a  fairly  short  period  of  time.  It  is  there- 
fore not  surprising  that  the  foreign  banks  can  no  longer  be 
Ignored  by  the  central  bank  and  that  their  operations,  too, 
are  a  matter  of  concern  to  the  central  bank  because  of 
their  implications  for  the  conduct  of  monetary  and  credit 
policy . 

The  point  is  not  that  the  Federal  Reserve  is   incapab! 
of  conducting  monetary  policy  because  of   the  operations  of 
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these  Institutions  outside  the  pale  of  reserve  requlreneiiU. 
Nor  is   the  point   that  reserve  requirements  per  se  are 
essential   to  the  conduct  of  monetary  policy.      The  point  la 
rather  that  reserve  requirements   are  highly  useful  because 
they  enhance   the  predictability  of  how  central  bank  opera- 
tions on  the  banks*   reserve  base  will  affect  changes  in 
money  and  credit  aggregates.      Thus,    It  Is  highly  desirable 
that  the  base  of  required  reserves  be  large  enough   to 
minimize  slippages   in  that  translation  process.      Rence, 
It  Is  very  important  to  Include   in  the  reserve  base  the 
major  money-center  banks  and  a  group  of  institutions 
having  comparable  characteristics  and  behavior  patterns 
such  as    the  major  foreign  banks  operating  In  the  U.    S. 

The  Importance  of  the  foreign  banks  here  as  con- 
duits  of  international   flows  of  funds  has  already  bc*n 
recognized  by  the  Federal  Reserve  and  accepted  by  the 
foreign  banks.      As  you  will  recall.    In  1973  Chairman  Bums 
called  upon   the    foreign  banks  here  to  conform  voluntarily 
to   the  system  of  marginal  reserve  requirements  then  im- 
posed on  net  Inflows  of  foreign  funds    to  metdber  banks. 
The  Federal  Reserve  has  been  greatly  heartened  by   the  full 
cooperation  of  the  foreign  bank  conmnmlty  with  Chairman 
Burns'    request.      That  cooperation  has  connoted  recognition 
of  the  potential  of  foreign  banks    for  significant  Inter- 
national  flows  of  funds  and  the  potential  dlsruptlveneas 
of  the  kind  of  two-tiered  market   that  would  result  from 
different  institutions  being  subject  to  substantially 
different  rules . 

In  my  view,    it  cannot  be  stressed  too  often  that 
the  United  States    is  unique  among   the  major  countries   in 
that  it  is   the  only  one  In  which  the  foreign  banks  are  not 
subject   to   the  monetary  policy  rules  of  the  central  bank. 
In  your  own  country,    for  example,    it  is  my  understanding 
that  the  reserve  requirements   imposed  by   the  Bundesbank 
apply  equally  to  German  banks  and  to  foreign  banks.      I 
find  it  difficult  to  imagine  that  the  major  German  banks, 
such  as  yours,   would  not  object  to  such  reserve  require- 
ments  if  a  large  and  growing  foreign  banking  aector  were 
•xenpted. 

The  essence  of  the  argunent  for  subjecting  foreign 
banking  operations  to  the  rules  of  the  central  bank  May  bs 
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^narized  as  follows:      The  foreign  banks   In  the  United 
:aces  have  the  same  characteristics  as   the  large  domestic 
tney-center  banks  and  are  In  direct  competition  with 
ten.      The  large  domestic  money-center  banks  are  key 
.eoents  in  the  functioning  of  money  and  credit  markets 
1    the  United  States   and,    consequently,    are  key  Instltu- 
.ODS   for  the  effective  workings  of  monetary  policy.      The 
iz-ge   domestic  money-center  banks  are  all  members  of  the 
tderal  Reserve  System  and  subject  to  reserve  requirements 
td  other  monetary  policy  rules.      For  reasons  of  equity 
long  comparable  institutions  and  for  reasons  of  minimizing 
.Ippages  in  the  effectiveness  of  monetary  policy,    foreign 
tnks    should  be  subject  to  the  same  requirements  as   the 
trge   domestic  banks. 

1  hope  that  you  find  this  responsive  to  your 
lestlon.     As  I  told  you,    I  am  sending  a  copy  of  this 
»tter  to  the  Bankers'   Association  for  Foreign  Trade   for 
ictualon  In  the  record  of  the  meeting  so   that  It  will 
e  available  to  all. 

You  will  have  noted   that  the  International  Banking 
£t  has  been  reintroduced  into  Congress  and  that  the 
ederal  Reserve  has   commented  on  the  bill.    Including  sug- 
(eations   for  a  number  of  changes.     The  debate  on  the  merits 
>f  Che  various  proposals   In  the  bill  may  now  take  place  at 
the  legislative  level.      The  Federal  Reserve  supports   the 
pioposal  with  amendments  and  has  urged  the  Congress   to 
enact  it  this  year. 


Sincerely, 


..^^/.^ 


•Jcti^    ^ 
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*Mot*i    nia  ptopowa  «lt«riMtiv*  ia  aubalttad  in  llan  oC  — tnaunt 
luabar  IS  in  tha  ataff  doei—nt  antitlad  ^EOpoaad  Itaanteanta  to 
H.R.  7325,  Dm  Intacnational  Banking  Act  ot  1977,*  that  ia  BAibit  " 
in  thia  C 
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1.  lag*  U>  Btrik*  IImm  22  tbtough  2S  and  pag*  11  ■tclka 

thcon^  13  mnd  Inaart  in  llaa  tbaraot  tba  follotrlngt 

'SBC,   S.  (a)  tKcopt  ■■  piovldad  fa;  aub— etloa 
(b),  (1)  DO  locelgn  bank  nay  dicectLy  oi  indiiectly 
opacata  a  Federal  branch  or  agency  outside  lt«  ham 
State  unless  the  State  ia  one  in  iriiich  it  could 
operate  a  bcanch  or  agancy  if  it  were  a  national 
bank  located  in  ita  hoae  State  U>  no  foreign  bank 
■ay  directly  oe  indirectly  operate  a  State  branch 
outside  Its  hoae  State  unless  (A)  the  statute  lans 
of  the  State  in  which  such  branch  is  to  be  located 
specifically  autbocis*  a  statp  bank  organized  undat 
the  laws  of  such  foreign  bank  s  hone  State  to  eatabliah 
or  operate  such  bcanch,  by  language  ta  that  effect 
and  not  merely  by  Implication,  and  (B)  the  State 
bcanch  is  approved  by  tbe  bank  regulatory  authority 
of  the  State  in  triiich  such  bcanch  la  to  be  locatedi 
(3)  no  foreign  bank  nay   cerate  a  State  agency 
outaida  ita  hone  State  unless  (A)  the  State  agency 
la  aiipEOTed  by  the  bank  regulatory  authority  of 
tba  state  in  which  such  agency  is  to  be  located, 
and  (B)  the  State  agency  limits  its  activities  to 
those  pernissible  for  a  Corporation  ocganiaad  under 
aactlon  25(a)  of  the  Federal  Reserve  ftcti  (*)  no 
foreign  bank  or  co^iany  of  vhlcfa  It  la  a  aubaidlaiy 
■ay  directly  ot  Indirectly  aoqulra  aior  voting  shares 
of>  intaceat  in  or  aubstantlally  all  of  the  asaeta 
of  a  comerclal  lending  coopany  located  outaida 
of  ita  hoaw  State  anlesa  (A)  the  acquisition  is 
approTwl  by  the  bank  regulatory  authority  of  the 
Stat*  In  lAich  such  coaanerclal  leniling  coapany  la 
to  be  located  and  (B)  the  commercial  lending  cospany 
limits  its  activities  to  those  permissible  for  a 
Corporation  organited  under  aactlon  251a]  ot  the 
Federal  Reserve  Act;  and  (5)  no  foreign  bank  aay 
directly  or  indirectly  acquire  any  voting  shares 
of  Interest  in  or  substantially  all  of  the  aaBets 
of  a  bank  located  outside  of  ita  hoae  State  unlaaa 
auA  acquisition  would  be  parmiaalble  under  aactlon 
3  of  the  Bank  Holding  Company  tot  of  19M  If  the 
foreign  bank  were  a  bank  holding  coapany  the  cparationa 
of  whose  banking  subsidiaries  were  principally  conducted 
in  the  foreign  bank 'a  hoae  State.* 
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TbU  [•aanndad  Minfcint  to  Motion  S(b)  at 
I.B.   732S  aalua  tm  •ubatmntin  chuigM,   aa  mil  ■■  oaitaln  tMhnical 
ctiwigaa.     ricati  it  aould  paiait  aganciaa  and  coaaaicial  laiding  ocavanv 
aubaidiailaa  of  Eocai^n  baiAa  to  ba  aatabllahad  In  tha  futura  outaida 
ot  a  foiaign  bank'a  lioaa  Stata,  ao  long  aa  tbaaa  otficaa  caatclctad 
tbalc  cfarationa  to  tboaa  intarnatlonal  banking  actiritiaa  pacBlaalbLa 
(or  BAga  *at  OonOTatlona.      A  chart  oc^aclng  tha  powar*  of  Mga  het 
Ootpoiatlona  to  thoaa  ot  aganciaa  and  bianchaa  of  foiaign  banka   la  attacfaad. 
Saoood,  vfalla  tba  HcFaddan  Act  taat  hia  baan  latalnad  for   tadacal  bcanebaa 
and  aganclaa,  it  baa  baan  dalatad  (oc  Stata  bianebaa.     Dndac  tha  innnlfctm. 
a  focalgn  bank  nould  bt  abla  to  astabllah  ■  stata  branch  outaida  of 
ita  boaa  atata   if  a  Stata  bank  In  Ita  hoae  Stat*  coutd  aatabllah  auch 
an  offlca.     Ihua,   IE  laclprocal  branching  laglalatlon  Kara  paaaad  batinaa 
two  atataa,  focaign  banka  ooald  banaCit  frm  aucta  ehanga  In  Stata  lawa. 

3.     Paga  13,  atrika  tba  patlod  in  llna  20  and  add  tha  foUowlng 

■and  aay  continue  to  angage  in  all  actlvitiaa  pai- 
■iaalbla  to  any  auch  otfleaa  o[  aubaldlariaa  undar 
Stata  lav.* 

■gUnatlwii     Ibla  aMndMnt  would  aaka  claac  that  grandfatharad 

aganciaa  and  coaaarcial  landing  ceaiMny  aubaldiarlaa  of  foralgn  banks 

would  ba  paraittad  to  angaga  in  all  activltlaa  paraiaaibla  uodar  Stata 

law  and  would  tbua  not  b*  atfaotad  by  tha  Bdga  Act  llBltatiana  to  ba 

awli*d  on  futura  aganciaa  and  ooMatoial  landing  ota^anlaa  undar  tha 

flrat  aaanteant. 
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Mr.  St  Gcsmain.  Thank  you,  Governor  Gardner,  for  a  veiy 
excellent  statement.  We  will  certainly  give  serious  consideration  to 
the  amendments  that  you  have  proposed. 

Governor  Gardner,  in  the  last  go-around  there  were  many  mem- 
bers who  were  apprehensive  about,  and  I  put  this  in  quotes,  "retali- 
ation." Now  this  aubcommittee  did,  in  fact,  visit  the  central  bonki 
of  Europe  2  years  ago,  and  at  the  time  we  were  told  it  was  the  Gnt 
time  that  a  committee  of  Congress  had  taken  this  step.  The  primaiy 
reason  was  to  discuss  the  l^pBlation  that  is  before  us  today. 

We  did,  in  fact,  find  at  no  point,  any  indication  that  there  would 
be  any  retaliation.  It  was  a  good  exchange  between  the  memben  of 
the  subcommittee  and  the  m^or  central  banks  of  Europe. 

Now  the  Fed  is  in  constant  contact  with  these  same  central  banks 
that  are  also  in  contact  with  many  of  the  foreign  banks.  I  might  aay 
in  concluding  that  all  of  this  red  herring  about  retaliation  oomes 
not  from  the  regulatory  agencies  in  those  foreign  nations  but  rather 
ftxmi  individual  banks  who  have  made  these  statements  and  given 
tiaB  impression  to  some  of  the  members. 

Governor  Gardnbb.  I  think  you  are  safe,  Mr.  Chairman,  and  I 
agree  with  your  view.  The  currents  that  are  runnning,  it  seems  to 
me,  among  American  banks,  are  the  concerns  of  those  who  have 
veiT  substantial  investment  abroad,  that  is  certainbr  proper.  Iliery 
don't  want  to  see  retaliation  and  they  are  fearful  of  it.  I  think  the 
largest  number  of  banks  engaged  in  foreign  trade  think  the  bill  is 
desirable  and  don't  believe  that  the  possibility  of  retaliaticHi 
outweighs  that  desirability. 

As  for  the  r^ulatory  and  central  banking  agencies  abroad,  thery 
are  very  reasonable  people.  In  our  judgment  they  understand  that 
we  don  t  have  a  banking  law  governing  foreign  banks  in  the  United 
States,  and  that  seems  curious  to  them.  It  has  cdways  seemed 
curious  to  foreign  banks  coming  to  this  country  that  they  had  no 
place  in  the  Federal  Government  to  even  consult,  because  as  you 
know,  they  are  chartered  solely  by  States. 

I  think  foreign  bankers,  those  who  have  not  come  here  in  full 
force,  are  probably  a  little  apprehensive  about  a  law  being  passed, 
but  I  also  believe  that  among  the  foreign  bfinkers  you  will  find — 
and  this  subcommittee  can  check  as  the  hearings  proceed— you  will 
find  some  sentiment  for  a  bill  which  provides  certainty,  which  is 
finally  enacted  by  the  Congress.  Because  every  year  we  delay,  I 
believe  we  are  likely  to  have  more  issues  presented  to  this  subcom- 
mittee and  to  the  Congress,  and  there  is  a  great  possibility  that  a 
future  bill  could  be  more  restrictive,  less  outgoing,  less  based  on 
national  treatment. 

Mr.  St  Germain.  Governor  Gardner,  in  your  proposed  amend- 
ment with  respect  to  the  securities  activities  of  these  foreign  banks, 
you  suggest  the  Board  be  given  the  discretionary  review  of  these 
activities  under  nonbanking  standards  of  the  Bank  Holding  Com- 
pany Act  to  assure  no  abuses  Eirise. 

Two  questions:  First,  is  this  a  proposal  for  explicit  review  powers 
or  is  it  related  to  the  general  review  of  nonbanking  activities  which 
is  currently  required  under  the  Bank  Holding  Company  Act? 

Governor  Gardner.  I  think  it's  the  latter,  Mr.  Chairman. 

Mr.  St  Germain.  Second,  as  you  know,  the  Board  admitted,  I 
believe  during  the  FINE  Study  hearings  or  at  some  point.  Chairman 
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Burns  admitted  that  the  Board's  review  and  oversight  of 
nonbanking  activities  and  the  Bank  Holding  Company  Act  left  a 
little  bit  to  De  desired.  This  was  about  a  year  or  year  and  a  half  ago. 

Keeping  that  in  mind  don't  you  feel  uiat  perhaps  these  ezamina- 
tirau  of  we  securities  activities  of  foreign  banks,  if  they  are,  in  fact, 
grandfathered,  should  be  conducted  in  conjunction  with  the  ag 
of  Government  specifically  designated  to  do  this,  to  wit,  the  E 

Governor  Gabdnbr.  That  is  a  new  thought.  I  don't  see  einything 
wrong  with  it  on  first  appraisal,  because  certainly  the  Securities 
and  Exchange  Conunission  does  r^^ate  directly  the  activities  of 
these  affiliates.  I  think  it's  a  partnership  form  of  regulation  when  it 
affects  banks,  and  I  see  no  problem  with  that. 

Bdr.  Sr  Germain.  Would  you,  therefore,  speak  to  your  colleagues 
at  the  Board  about  incorporating  that  in  the  amendment? 

Governor  Gardner.  I  will,  indeed. 

Mr.  Chairman,  when  the  Bank  Holding  Company  Act  was  passed 
in  1956  and  amended  in  1970  there  was  a  good  deal  of 
grandfathering  of  prohibited  activities,  emd  the  Board  has  in  that 
act  the  power,  should  some  abberation  occur,  some  economic  prob- 
\em  arise,  the  Board  has  the  power  to  review  those  permanently 
grandfathered  activities. 

I  inquired  yesterday  and  in  a  fragmentary  answer,  without  com- 
plete research,  we  have  never  had  to  initiate  any  action  under  that 
act  to  require  termination  of  grandfathered  activities.  There  may  be 
such  cases.  I  will  research  it  further. 

What  I  am  getting  at  is  that  we  adopted  a  permanent 
grandfathering  rnvtem  in  our  own  country  when  we  specifically 
grandfathered  otnerwise  prohibited  activities  in  the  Bank  Holding 
Company  Act 

Mr.  St  Gbrbcain.  Thank  you,  Governor  Gardner. 

Bdr.  Annunzio? 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman.  I  join  you  in  welcom- 
ing Governor  Gardner  to  the  subcommittee  this  morning,  and  for 
your  very  excellent  statement. 

Governor,  you  stated  that  H.R.  7325  is  necessary  to  provide 
equitable  treatment  between  foreign  owned  and  domestic  bernks.  Is 
it  not  true  that  our  domestic  bank  holding  companies,  through  their 
many  bank  and  nonbank  subsidiaries  and  other  facilities,  conduct 
far  more  extensive  interstate  banking  activities  than  do  the  foreign- 
owned  banks  which  have  estoblished  branches? 

Governor  Gardnsr.  That  is  a  judgmental  question.  Congressman 
Annunzio.  I  think  the  interstate  foreign  bank  activities  are  more 
directly  banking  activities. 

We  permit  loan  production  ofFices,  and  we  permit  representative 
offices  that  can't  create  actual  transactions,  but  foreign  bantu,  as  I 
indicated  in  my  stetement,  can  have  full  service  commercial  banks 
in  any  of  the  50  States  that  will  permit  entry.  So  1  would  have  to 
say  they  have  the  power  to  do  more.  Our  banks  do  operate  nation- 
^ly,  they  can  have  Edge  Act  corporations  on  either  coast,  but  those 
corporations  are  restricted  to  international  banking,  and  cannot 
engage  in  domestic  banking. 
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Our  banks  do  conduct  various  kinds  of  businesses  throughout  the 
United  States,  but  not  from  full  service  hanking  offices,  which  tbe 
foreign  hanks  can  do. 

[See  also  Governor  Gardner's  supplemental  reply  on  page  204  to  the 
question  raised  above  by  Congressman  Annunzio.1 

Mr.  Annunzio.  Governor,  of  the  25  foreign  bank  branchee  located 
in  Chicago's  Loop,  only  3  branches  have  ground  floor  locations  and 
compete  for  local  retful  deposits.  Of  the  three  foreign  banks  with 
branches  in  New  York,  only  three  Puerto  Rican  banks  are  actively 
competing  for  retail  deposits.  With  such  distinction,  why  do  you  feel 
foreign  banks  abuse  their  branching  privileges? 

Governor  Gardner.  I  am  not  sure  I  would  say  they  are  abusing  or 
taking  advantage  of  their  branclung  privileges.  It  is  true,  Congren- 
man  Annunzio,  that  on  the  east  coast  you  find  far  less  participation 
in  domestic  consumer  business  than  you  do  on  the  w(»t  coast,  but 
on  the  west  coast  the  foreign  banks,  a  number  of  them,  are  doing  a 
r^ular  consumer  business.  Recently,  as  you  know,  it  was  an* 
nounced  that  the  Sumitomo  Bank  had  eicquired  19  branches  of  the 
Bank  of  Ceilifomia  out  of  the  27  they  offered  for  sale,  and  you  will 
find  an  incipient  growing  consumer  banking  activity  on  me  wnt 
coast  among  foreign  banks  with  American  conaumers,  not  neceasar^ 
ily  related  to  international  tretde.  Those  powers  exist  and  they  could 
be  further  developed. 

Mr.  Annunzio.  You  talk  about  the  west  coast  and  their  consumer 
activities;  what  do  you  find  in  the  Midwest,  Chicago,  for  the  record? 

Governor  Gardner.  I  find  Chicago  is  a  gatew^  city.  The  last  time 
I  was  there  they  told  me  they  were  17th  in  GNP  in  the  world  and  I 
find  all  kinds  of  intemationcd  banking  activities  going  on  there.  But 
Chicago  is  a  unit  banking  State.  The  pressures  are  less  and  the 
foreign  banks  are  there  for  their  international  banking  activities. 

Mr.  Annunzio.  But  in  Chiceigo,  my  information,  if  it's  correct,  is 
these  foreign  banks,  the  great  bulk  of  their  business  is  commercial 
and  they  are  not  doing  the  domestic  business. 

Is  that  true? 

Governor  Gardner.  That  is  true.  You  say  the  great  bulk  of  their 
business  is  commercial? 

Mr.  Annunzio,  that  is  indeed  my  belief  as  well.  It's  also  true,  I 
think,  that  the  securities  affiliates  of  some  of  the  foreign  banks  are 
active  participants  in  the  Midwest  Stock  Exchange. 

Mr.  Annunzio.  Can  you  explain  if  einy  of  our  national  objections 
have  been  impeded  by  State  or  city  of  foreign  banking  activity? 

Governor  Gardner.  You  ask  me  a  very  sensitive  question.  New 
York  has  a  reciprocity  law  and  in  that  reciprocity  law  the  State 
L^islature  of  New  York  decided  a  long  time  ago  that  if  New  York 
banks  can't  accept  deposite  in  a  country  abroad,  the  foreign  banks 
from  that  country  can  t  continue  branch  banking  operations  in  New 
York.  That  is  part  of  the  law  of  New  York  State. 

Let  me  just  say  this:  I  don't  think  the  United  States  should  have 
international  reciprocity  bemking  policies  in  50  different  State  cap- 
itals. It  doesn't  really  make  much  sense.  I  don't  object  to  New 
York's  law,  but  I  point  it  out  as  something  unusual. 

Mr.  Annunzio.  I  have  one  more  question.  Governor. 
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A  central  State  like  Illinois  will  never  be  able  to  maintain  its 
forei^  bank  branches  if  the  multi-State  prohibitions  on  branching 
contained  in  this  bill  become  law.  Is  it  not  in  our  national  interest 
to  continue  to  promote  other  areas.  New  York  and  California,  as 
international  banking  centers? 

Governor  Gardner.  It  is,  indeed,  and  that  is  the  reason  I  pro- 
posed this  morning  that  agencies  of  foreign  banks  be  allowed  to 
conduct  a  banking  business  in  any  city  that  they  so  choose,  provided 
timr  powers  are  simUar  to  those  of  our  Edge  Act  corporations 
irtikrh  are  limited  to  international  business  and  domestic  business 
that  is  directly  related  to  that  international  business. 

if  we  conform  the  powers  of  new  agencies  to  those  of  Edge  Act 
corporations,  and  if  we  grandfather  the  present  agencies,  then  an 
infmite  number  of  foreign  banks  could  open  agencies  in  Chicago  and 
conduct  international  banking  there,  and  such  domestic  business  as 
is  strictly  related  to  that  international  banking. 

tSr.  Annunzio.  As  a  follow-up,  then  how  would  the  dual  banking 

rsm  be  protected  by  the  passage  of  the  provision  of  section  7  of 
bill  which  would  give  the  Federal  Reserve  a  veto  power  over 
States  in  determining  whether  foreign  banking  institutions  could  be 
oisanbeed  under  State  law? 

Governor  Gardner.  I  must  confess  that  that  was  placed  in  your 
bill  last  year  when  we  responded  to  a  simple  question,  and  the 
queBtion  that  was  Eiddressed  to  the  Federal  Reserve  was — what  are 
we  regulatory  powers  that  are  related  directly  to  Federeil  Reserve 
oontrols  over  State  banks  and,  how  do  we  conform  our  banking  law 
directly  with  our  domestic  law?  1  think  that  provision,  which  is 
gpecUically  paragraph  7(e),  is  unnecessary.  If  the  foreign  banks  are 
not  to  be  members  of  the  Federal  Reserve  System,  I  see  no  reason 
tJiat  the  Federed  Reserve  should  have  to  pass  on  a  State  chartering 
of  a  foreign  institution,  and  I  would  have  no  difticulty  if  that 
provision  were  eliminated — I  don't  know  why  you  are  smiling — but 
I  just  caught  up  with  that  provision  yesterday. 

Mr.  Annunzio.  My  time  has  expired. 

Thank  you. 

Mr.  St  Germain.  Thank  you,  Mr.  Annunzio. 

I  would  like  to  state  to  the  best  of  my  knowledge,  there  are  no 
foreign  banks  functioning  in  Rhode  Island,  and  yet  I  still  feel  that 
tiiere  is  a  need  for  this  l^islation. 

Mr.  Rousselot? 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Mr.  Gardner,  it  is  nice  to  see  you  again. 

Mr.  Gardner,  on  page  7  of  your  statement  that  we  have  before  us 
jrou  have  stated  that  the  Federal  Reserve  supports  the  extension  of 
compulsory  FDIC  insurance  on  deposits  in  branches  of  foreign 
banks.  My  question  is:  Are  you  satisfied  that  a  system  has  been  or 
can  be  devised  to  ensure  that  it  will  be  only  the  domestic  deposits  of 
the  foreign  branch  that  will  be  insured,  and  not  the  foreign  bank 
itself? 

Governor  Gardner.  My  answer,  Congressman  Rousselot,  is  that  I 
think  t}ie  recent  proposal  of  the  FT)IC,  the  one  they  submitted  to 
the  Senate  after  this  bill  had  passed  the  House,  is  adequate.  I  am 
glad  you  asked  me  that  question  too,  because  I  want  to  clear  up  a 
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matter  about  the  FOIC  insurance  that  really  hasn't  come  to  every- 
one's attention. 

We  are  talking  about  FDIC  insurance  for  branches  of  forogn 
banks  that  have  full  service,  U.S.  facilities. 

Now,  subsidieuies  of  foreign  banks  are  largely  already  insured  in 
the  United  States,  and  agencies  of  foreign  beuiks  not  holdins  depos- 
its would  not  be  insured.  Agencies  have  credit  balances  and  all  we 
are  really  sa)ring  is  that  branches  of  foreign  banks  that  operate  just 
as  our  banks  operate  in  the  United  States  would  be  requirea  to 
have  Federal  deposit  insurance,  something  the  United  States  is  a 
world  leader  in.  You  may  remember  the  difficulty  several  yeaxs  ago 
when  a  Germfin  private  bank,  uninsured,  failed,  and  now  Germany 
has  a  deposit  insurance  scheme. 

Almost  fill  U.S.  full-service  commercial  banks  are  insured.  You 
will  hear  that  the  insurance  is  optional,  but  liiat  statement  abould 
be  inspected  very  carefully  by  the  subcommittee.  According  to  my 
figures,  there  are  only  about  295  banks  in  the  United  States  that 
are  not  insured,  and  I  am  persuaded  that  almost  half  of  those  are 
not  really  commercial  banks  at  all,  but  industrial  loan  companies  in 
the  Far  West. 

Mr.  RoussELOT.  Do  I  understand  your  answer  then  to  mean  that 
the  FDIC  will  not  be  insuring  the  entire  foreign  bank  but  will  only 
be  insuring  the  deposits  of  the  branch? 

Governor  Gardnes.  That  is  what  I  think  the  FDIC  proposal 
covers.  If  I  am  wrong 

Mr.  RoussELOT.  That  is  your  understanding  of  it? 

Governor  Gardner.  Yes,  sir.  I  will  come  back  to  the  subconmiife- 
tee  if  I  am  wrong. 

Mr.  RoussELOT.  I  yield  to  the  chairman  of  the  subcommittee. 

Mr.  St  Germain.  I  thank  the  gentleman  for  yielding,  but  the  real 
problem  here  is  that  you  have  a  subsidiary  of  a  foreign  bank  here  in 
the  United  States. 

Governor  Gardner  Yes,  sir. 

Mr.  St  Germain.  There  is  no  control,  the  FDIC  cannot  look  at  the 
operations  of  that  foreign  bank  in  its  parent  country.  If  the  parent 
fails  and  the  FDIC  has  no  control  whatsoever  over  what  is  happen- 
ing at  the  parent  bank,  and  the  subsidiary  fedls  as  a  result  not 
because  of  what  happened  in  the  subsidiary  but  what  happened  in  a 
foreign  bank  in  a  foreign  land,  nevertheless  the  fund  is  going  to  be 
charged  for  this  loss.  That  is  the  phase  of  it  that  many  <^  us  find 
very  difTicult  to  accept. 

Governor  Gardner.  We  need  to  clariiy  this  so  my  statement  has 
some  integrity.  I  think  you  will  find  the  subsidiaries  of  foreign 
banks  chartered  in  this  country  are  now  generedly  insured  by  we 
FDIC  because  they  are  units,  they  are  ban^.  They  are  insured,  and 
the  FDIC,  and  also  the  Federal  Reserve,  in  the  case  of  member 
banks,  require  that  adequate  capital  be  maintained  here  to  support 
such  subsidiary  banks.  So  I  think  we  have  that  protection  alrrady 
for  subsidiaries  of  foreign  banks. 

What  I  am  proposing  and  what  the  Federal  Reserve  Board  tiiinks 
is  the  appropriate  position  is  that  branches  also  be  insured,  and  the 
FDIC  would  have  some  backup  to  its  protection  through  the  deposit 
of  funds  or  securities  in  some  form  to  act  as  local  capital  in  support 
of  the  branch's  operations. 


y.Google 


The  issue  last  ^ear  was  how  do  you  protect  the  Federal  deposit 
iuurance  fund  if  they  are  going  to  insure  branches  of  foreign 
banks,  and  I  Uiink  the  answer  has  been  worked  out  by  the  FDIC. 
Again,  I  will  say  that  agencies,  which  are  the  most  numerous  of  the 
foreign  banking  ofdces,  don't  take  depoaits,  since  they  would  not  be 
covered.  They  have  credit  balances,  out  they  are  commercial  bal- 
ances related  to  international  trade  and  they  would  not  be  covered 
l^  FDIC  insurance. 

Mr.  RousBCLOT.  So  your  understanding  is  the  FDIC  exposure 
would  only  be  in  this  country,  period. 

Governor  Gaxdnxr.  That  is  my  understanding. 

Mr.  BouBSKLOT.  You  keep  mentioning  what  the  FDIC  worked  out 
with  the  Senate.  What  do  you  mean  oy  that? 

Governor  Gasdneb.  They  submitted  a  statement  which  was  char- 
acterized as  a  plan  that  could  be  used  to  insure  deposits  in  foreign 
branches,  and  they  recommended  at  that  time  that  the  plan  could 
be  optional.  But  if  required  or  if  foreign  banks  applied,  they  could 
have  Federal  deposit  insurance  for  oranches.  That  was  a  new 
develoMnent  after  your  hearings  last  year. 

Mr.  RousSELOT.  Did  the  FDIC  submit  legislative  language  or  just 
a  working  agreement? 

Governor  Gardner.  I  think  they  submitted  the  language.  I  will 
ask  my  associates. 

They  submitted  the  language  last  year.  I  am  told  we  expect  them 
also  to  make  a  similar  recommendation  this  year.  However,  manda- 
tory insurance  would  be  limited  to  subsidiaries.  I  would  extend  it  to 
branches  as  well  as  subsidiaries. 

Mr.  RoussELOT.  Then  you  would  go  further  than  what  the  FDIC 
recommended  to  the  Senate? 

Governor  Gardner.  Yes,  I  would,  without  exception,  because 
Federal  deposit  insurfmce  in  this  country  has  a  great  advantage.  It 
is  really  a  way  that  our  Federal  regulatory  authorities  can  prevent 
bank  fulures,  can  continue  a  bank  through  merger  rather  than  face 
liquidation,  and  can  assure  that  there  is  no  economic  upheaval  in  a 
city  or  town  or  region.  That  is  the  great  virtue  of  Federal  deposit 
insurance,  the  ability  of  the  Federal  Deposit  Insurance  Corporation 
to  go  in,  to  buy  and  liquidate  bad  assets  and  sell  the  good  assets  to  a 
continuing  bank. 

Mr.  RoussELOT.  Then  we  can  assume  the  FDIC  will  submit 
mTnilar  recommendations  here,  I  guess. 

On  page  2,  Governor  Gardner,  you  note  and  I  now  quote  from 
your  statement: 

n  advantage 

As  you  know,  in  the  last  Congress  the  FINE  Study  considered  a 
proposal  to  liberalize  restrictions  on  interstate  branching  of  domes- 
tic ranks,  but  it  was  not  embodied  in  the  legislation  which  the 
onnmittee  later  considered. 

Would  vou  prefer  to  liberalize  interstate  branching  restrictions  on 
domestic  banks  rather  than  to  tighten  restrictions  on  foreign  banks? 

Governor  Gardner.  My  position.  Congressman  Rousselot,  is  very 
simple.  I  think  we  should  at  the  moment  apply  our  domestic  laws  to 
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foreign  banks  in  the  hope  that,  in  the  wisdom  of  CongreBB,  the 
eventual  resolution  of  interstate  banking  will  be  done  in  this 
committee  room,  in  this  Congress,  emd  any  such  activity  would  then 
be  appropriately  applied  to  both  foreign  and  domestic  banks.  So  I 
have  to  say  I  want  to  conform  foreign  banks  to  our  present  law  and 
I  would  look  forward  to  the  day  when  the  Congress  would  review 
the  interstate  banking  restrictions  that  exist  in  this  country. 

Mr.  RoussELOT.  But  not  at  this  time. 

Governor  Gardner.  I  would  not  hold  up  foreign  banks  until  th^i, 
because  I  think  that  is  a  trap.  That  will  create 

Mr.  RoussELOT.  A  trap? 

dovemor  Gardner  [continuing].  A  trap  in  the  sense  that  tiie 
foreign  banks  have  grown  from  100  offices  to  200  offices  in  5  yean, 
and  that  5  years  from  now  they  may  have  1,000  offices.  I  think  it 
will  just  enormously  complicate  your  work. 

Mr.  RoussBLOT.  lliank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Governor  Gardner,  one  point:  As  far  as  FDIC  is 
concerned,  does  the  Fed  have  any  information  as  to  the  burden 
placed  on  the  liabilities  of  the  fund  as  a  result  of  the  activities  fff 
our  domestic  multinational  banks  abroad? 

The  big  question  is:  Are  deposits  in  our  multinational  banks, 
foreign  deposits  in  foreign  branches,  etre  they  covered  by  FDIC,  and 
what  is  the  exposure  there?  la  that  exposure  a  problem  to  our  fund, 
because,  as  you  know,  in  many  countries  your  r^ulatory  authori- 
ties cannot  examine  the  branches  of  our  multinational  banks  in 
those  countries,  but  must  restrict  themselves  to  going  to  the  home 
office  here,  and  hopefully  finding  the  information  tiiey  need. 

Governor  Gardner.  Mr.  Chairman,  I  believe  that  our  oveiBeas 
branches  of  American  banks  are  not  covered  by  Federal  deposit 
insurance.  I  believe  that  issue  has  been  consideml  and  studied  at 
the  Corporation.  I  would  be  remiss  if  I  tried  to  comment  on  their 
attitude,  but  I  think  it  also  makes  pretty  good  sense,  because  tiie 
central  banking  authorities  in  veirious  countries  are  looking  at  th^ 
form  of  internal  deposit  insurance,  and  it's  my  behef  that  in  the 
United  Kingdom  they  are  considering  deposit  insurance  that  would 
apply  to  the  domestic  offices  in  the  United  Kingdom  of  U.S.  banks. 

The  impact-  of  bank  failure  is,  of  course,  twofold:  One,  it  always 
has  the  possibility  of  affecting  international  economies,  if  the  bank 
involved  is  international  in  scope,  and  second,  it  also  has  its  first 
and  primal?  effect  on  the  economy  where  the  bank  is  domiciled. 

Mr.  St  Germain.  An  example  was  -Franklin  National,  a  good 
example. 

Governor  Gardner.  I  think  we  should  insure  the  deposits  of 
Americans  in  foreign  banks  here,  and  I  think  similar  protection 
systems  will  grow  in  the  rest  of  the  world. 

Mr.  St  Germain.  Thank  you. 

Mr.  Derrick? 

Mr.  Derrick.  Thank  you,  Mr.  Chairman. 

Governor,  the  question  that  1  have  to  you  was  kind  of  pre-empted 
by  Mr.  RouBselot  and  the  chairman,  but  let  me  follow  along. 

I  may  be  just  a  little  repetitious. 

In  your  statement,  when  I  was  first  listening,  on  the  insurance  1^ 
FDIC,  it  sounded  like  something  that  was  very  worthwhile.  How- 
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ever,  I  don't  understand.  It  would  seem  to  me  that  if  we  offer  this 
protection  here  in  this  country  and  there  are  failures  that  have 
nothing  to  do  with  this  country  but  rather  with  the  mother  country 
of  the  hank,  I  don't  see  what  recourse  the  FDIC  could  possibly  have 
in  a  situation  like  this  against  the  assets  of  the  bank. 

Governor  Gakdker.  You  don't  see  what  recourse? 

Mr.  Dbbbick.  That's  right;  I  don't  see  what  recourse. 

Governor  Gaxdnsr.  I  am  on  unsteady  ground  here  because  I 
haven't  studied  their  plan  in  great  detail,  but  they  propose  a  pledge 
of  assets  in  the  United  Stat^. 

Mr.  DBHaiCK.  My  next  question  is  going  to  be:  Why  do  we  want  to 
do  it  anyway? 

Governor  Gardner.  I  think  there  are  ways,  Congressman  Der- 
rick, to  protect  the  FDIC  ftind,  and  I  would  not  be  proposing  it  if  I 
didn't  believe  that. 

Mr.  Derrick.  I  understand.  The  banking  o[>erationB  are  increas- 
ing, multiplying  substantially  every  year,  and  although  it's  a  minor 
put  of  our  ba^dng  now,  in  the  next  few  years  it  could  become  a 
substantial  part,  and  I  think  if  there  is  no  recourse  and  we  start  ' 
insuring,  it  could  possibly  afTect  the  very  stability  of  our  banlung 
system  through  the  FDIC. 

Governor  Gahoner.  I  would  not  have  one  bit  of  doubt,  without 
some  ^otection. 

Mr.  Derrick.  If  there  is  no  recourse,  you  know.  That  is  what  it  is 
all  built  around. 

Governor  Gardner.  I  think  there  not  only  would  be  recourse  in 
the  sense  that  I  think  you  are  using  it,  but  I  think  the  FDIC  would 
require  the  insured  banks  to 

Mr.  Derrick.  How  would  th^  do  that? 

Governor  Gardner  [continuing].  To  maintain  assets  in  this 
country. 

Mr.  Derrick.  Sufficient  to  deposits? 

Governor  Gardner.  Sufficient  to  give  them  the  normal  capital 
protection  they  would  have  in  a  domestic  bank. 

Mr.  Derrick.  My  next  question  is:  Why  do  we  want  to  encourage 
domestic  deposits  in  foreign  banks  to  begin  with? 

Governor  Gardner.  We  have  a  national  treatment  policy.  We 
have  foreign  banking  subsidiaries  that  have  operated  here  for  many 
years,  ana  some  tluit  have  come  recently.  We  have  branches  of 
foreign  banks  and,  insofar  as  they  deal  with  American  businesses 
and  American  consumers,  which  they  do,  I  think  deposit  insurance 
is  entirely  appropriate. 

Mr.  D^rick.  I  think  maybe  you  misunderstood  my  question. 
Maybe  1  didn't  articulate  it  properly.  Why  do  we  want  to  encourage 
the  domestic  deposits  to  begin  with?  I  mean  the  insurance  by  the 
FDIC  would  seem  to  me  to  be  a  move  in  that  direction  of  encourag- 
ing domestic  deposits  in  foreign  banks.  Why  do  we  want  to  do  that 
to  begin  with,  or  what  do  we  possibly  have  to  gain  from  it? 

GovemoT  Gardner.  I  can  only  say  that 

Mr.  Derrick.  We  certainly  have  adequate  banking  facilities  here 
in  this  country. 

Governor  Gardner.  We  have  a  lot  of  domestic  banks  that  are 
owned  in  part  by  foreigners.  The  only  thing 
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Mr.  Dbseick.  Let  them  clip  their  coupons.  That  is  fine. 

Governor  Gardner.  The  only  thing  we  are  talking  about  here  are 
offices  established,  primarily  owned  by  major  foreign  banks. 

Mr.  Derrick.  I  don't  have  any  foreign  banks  in  my  home  State, 
but  if  I  did  why  should  I  put  one  there  next  to  one  of  my  domestic 
banks  £uid  give  them  the  same  advantage?  What  could  we  pOBsd^ 
gain  from  it? 

Governor  Gardner.  It  seeme  to  me  we  gain  something  because  we 
do  not  have  a  big  population  of  foreign  banks  in  this  country.  You 
have  heard  Congressman  Annunzio,  the  Governor  of  Oregon  has 
etlso  just  written  to  your  chairman,  and  I  have  a  copy  of  that  letter, 
and  I  think  you  wUl  hear  testimony  from  other  States  who  want  to 
encourage  the  foreign  trade  that  comes  out  of  their  States  and  their 
industries,  and  one  way  they  believe  that  they  can  do  that  is  to 
attract  foreign  banks  to  their  cities,  emd  I  think  our  amendment  to 
permit  international  agencies  would  take  care  of  their  concerns. 

That  will  inevitably  bring  up  the  question  of  deposits  in  those 
foreign  banks,  because  that  is  what  a  bank  is,  a  depository. 

Mr.  Derrick.  Governor,  if  I  may,  what  is  your  opinion  of  the 
advantage? 

Governor  Gardner.  I  think  it's  all  procompetitive.  I  think  it's 
procompetitive  to  have  foreign  banks  operating  in  this  country,  and 
to  have  our  banks  operating  abroad. 

Mr.  Derrick.  So  you  think  it's  desirable  to  have  the  competitive 
situation  for  domestic  deposits? 

Governor  Gakdner.  Yes,  in  this  interdependent  wmrld,  I  think  it 
is  desirable. 

Mr.  Derrick.  What  will  we  gain  from  that  situation? 

Governor  Gardner.  The  world  has  become  smaller  in  trade  and 
commerce,  and  finance  is  a  very  key  part  of  treide  and  commerce  in 
our  economies,  and  the  large  presence  of  the  United  States  in  the 
international  payments  mechanism  and  international  trade  is  sup- 
ported by  the  multinationfil  financial  system  that  has  grown  up  in 
the  last  few  years  in  the  world. 

Mr.  Derrick.  I  thank  you.  Governor. 

Governor  Gardner.  Yes,  sir. 

Mr.  St  Germain.  Thank  you,  Mr.  Derrick. 

Mr.  Cavanaugh? 

Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman. 

I  would  like  to  welcome  the  Governor  and  commend  him  for  hk 
quite  enlightening  statement. 

Governor,  1  would  have  a  question  on  page  8,  the  last  paragraph. 

There  you  indicate,  I  would  guess,  desire  to  remove  section  9  from 
the  bill.  Is  that  re«)mmendation  based  upon  objections  to  tiie 
substance  of  section  9  or  simply,  as  your  statement  would  indicate, 
that  you  feel  section  9  superfluous  to  powers  already  existent? 

That  is,  does  section  9  create  powers  that  otherwise  would  not 
exist  or  be  enforced  by  the  Fed,  the  Comptroller  or  the  State 
regulatory  agencies? 

Governor  Gardner.  I  think  it's  superfluous  if  we  are  fatllring 
about  the  entry  provisions.  I  think  it's  superfluous  because  we 
charter  banks  very  carefully  in  this  country,  and  have  since  the 
early  1930's  or  the  late  ISZO's,  and  we  have  very  careful  procedures 
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to  appraise,  to  evaluate  charters  and  branching  and  other  matters, 
and  they  are  all  being  administered  very  strictly  for  our  own 
domestic  banks.  So  I  thuik  we  do  not  need  detailed  guidelines,  as  l 
have  indicated. 

I  happen  to  think  it  would  be  a  good  idea  if  the  Federal  charter- 
ing authorities  simply  informed  State  and  Treasury.  There  could  be 
a  foreign  policy  issue  that  might  occur. 

For  example,  we  have  some  unfriendly  countries  in  the  world.  We 
have  other  countries  that  have  from  time  to  time  required  that  all 
our  banks  in  their  jurisdictions  be  nationalized.  But  really,  the  U.S. 
pasture  in  reciprocal  trade  agreements  and  similar  matters  has 
heat  most  outgoing.  Perhaps  as  outgoing  as  it  properly  should  be,  so 
I  don't  see  a  need  for  a  special  set  of  guidelines. 

I  think  the  guidelines  inherent  in  the  chartering  authority  of  the 
Comptroller  of  the  Currency  and  in  the  State  regulatory  agencies 
are  sufficient.  So  I  would  say  it's  superfluous  in  my  Judgment. 

Mr.  Cavanaugh.  Superfluous  as  opposed  to  objectionable?  That 
is,  the  Fed  does  not  object  to  any  proposals  or  content? 

Governor  Gabuner.  It's  possibly  objectionable,  and  it  may  raise 
questionB 

Mr.  Cavanaugh.  Excuse  me,  that  was  my  question.  My  reading 
of  your  statement  would  have  left  me  with  the  feeling  that  it  was 
superfluous.  If  it  is  objectionable,  then  I  would  solicit  you  to  address 
yourself  to  those  objectionable  portions  of  section  9. 

Governor  Gabdner.  I  had  fin  opportunity  this  morning  as  I  came 
up  here  to  read  the  State  Department's  testimony,  and  I  gather 
they  will  raise  questions  on  our  treaties  of  friendship,  commerce 
and  navigation,  and  the  fact  this  appears  to  be  a  special  provision 
aiq>lied  solely  to  foreign  banks,  which  isn't  really  national  treat- 
ment under  those  treaties.  Their  testimony  will  express  some  con- 
cerns about  section  9.  The  objectionable  feature  that  I  find  is  that  I 
think  the  International  Banking  Act  ia  long  overdue.  If  this  is 
superfluous  and  possibly  divisive  in  the  process,  I  would  remove 
section  9. 

Mr.  Cavanaugh.  I  yield  to  my  chtiirman. 

Mr.  St  Germain.  1  am  bothered  by  that  statement.  Governor 
Gardner.  I  mean  either  you  stand  for  something  or  you  don't.  What 
you  are  essentially  saying  is  if  section  9  is  going  to  impede  the 
progress  of  this  legislation  then  it  is  objectionable  rather  than 
sui«Tfluous.  I  don't  like  that  statement. 

Either  you  stand  for  it  or  you  stand  eigainst  it,  but  you  don't  give 
as  a  reason  for  an  objection  the  fact  that  it  might  be  divisive  as  far 
as  members  of  the  committee  of  the  House  or  Senate  are  concerned. 
That  bothers  me. 

Governor  Gardner.  Mr.  Chairman,  I  appreciate  your  comment.  I 
would  only  make  that  comment  since  I  t>elieve  it  is  unnecessary  to 
have  a  special  set  of  guidelines.  Since  I  think  it's  unnecessary  to 
have  those  guidelines,  I  would,  therefore,  not  want  the  legislation  to 
suffer  any  difficulty  because  those  guidelines  were  in  there. 

I  think  I  know  what  I  stand  for,  but  I  appreciate  your  comment. 
We  do  have  a  very  careful  system  for  chartering  and  licensing 
banks  in  this  country.  I  think  it's  a  good  system. 

Mr.  Cavanaugh.  Do  I  have  time  remaining? 
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Mr.  St  Germain.  Yes. 

Mr.  Cavanaugh.  I  Eim  not  sure  if  I  want  to  pursue  this  now.  I  am 
getting  more  confused  as  I  go  along.  My  understanding  then  wotiU 
be  that  in  terms  of  the  consultive  requirements  between  the  varioui 
branches  of  Government,  Treasury,  State,  Board  of  Goremon; 
Comptroller,  State  regulators,  that  you  are  saying  to  us  that  these 
things  would  be  done  in  the  normEtl  course,  which,  in  that  case,  I 
find  no  problem  with  setting  them  out  in  legislation. 

My  question  was:  Is  there  anything  we  put  in  section  9  in  terma 
of  those  requirements  that  would  not  be  beneficial  to  the  r^uletioa 
of  foreign  banking  from  a  public  policy  point  of  view? 

Governor  Gardner.  One  of  the  reasons  I  made  this  statement  is 
that  I  think  the  development  of  guidelines  is  a  very  difficult  proceiB 
and  I  don't  think  the  development  of  such  guidelines,  which  will 
require  a  great  deal  of  study  and  then  full  publication  of  the 
guidelines  for  comments  and  what  have  you  from  all  parties  in 
mterest,  is  going  to  do  any  more  than  our  present  laws  do  in 
requiring  that  adequate  capital  be  in  a  new  institution  or  that  the 
institution  meet  all  applicable  State  and  Federal  laws. 

There  is  a  portion  of  section  9  that  talks  about  discrimination. 
Banks  operating  in  our  country,  I  believe,  are  now  subject  to  our 
antidiscrimination  laws. 

Mr.  Cavanaugh.  In  that  particular  case,  in  the  discrimination 
clauses  of  section  9,  you  would  feel  those  would  apply  regardleas  of 
section  9? 

Governor  Gardner  I  would. 

Mr.  Cavanaugh.  I  do  have  another  area,  if  I  could  just  quickly.  I 
am  referring  to  the  bottom  of  page  9  in  your  statement,  and  I 
believe  you  also  address  it  on  page  18  of  your  suggested  amend- 
ments, your  last  sentence.  In  the  proposal  we  included  a  require- 
ment that  any  banking  transactions  of  U.S.  oiFfices  of  such  foreign 
affiliates  be  conducted  at  competitive  rates  and  terms.  Your  sug- 
gested amendment  provides  some  exemptions  for  the  relationships 
between  the  domestic  offices  and  their  foreign  affiliates. 

In  light  of  your  remeirks  to  Mr.  Derrick,  one  of  the  advantages  of 
encouraging  foreign  banking  or  providing  these,  or  at  least  the 
protections  of  PDIC  or  encouraging  foreign  banking  at  any  rate,  is 
to  promote  competition.  Then  how  does  this  restriction  upon  their 
relationships  with  their  subsidiaries  enhance  competition  or  pass  <m 
a  benefit  to  the  consumer?  It  seems  it  would  restrain  their  competi- 
tive ability. 

Governor  Gardner.  First,  what  I  am  talking  about  here  is  a 
foreign  bank  office  in  the  United  States  dealing  with  a  subsidiary 
commercial  concern  that  is  owned  by  the  same  parent  as  the 
foreign  bank.  I  would  not  want  to  see  a  special  kind  of  relationship 
in  terms  of  rates  and  terms  for  lending  carried  on  to  the  detriment 
of  our  own  commercial  banking  industry.  I  think  when  I  aay 
procompetitive  I  think  they  should  be  at  market  rates  and  at 
market  terms.  It's  the  same  kind  of  test  we  apply  in  this  countiy  to 
insider  transactions  under  section  23(a),  and  we  have  for  a  long  time 
set  up  restrictions  on  tremsactions  between  affiliates  that  appear  to 
be  noncompetitive,  that  could  possibly  damage  the  banking  institu- 
tion involved.  You  are  quite  right  in  the  thought  this  might  require 
the  foreign  bank  to  work  harder  for  its  competitive  position. 
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Mr.  Cavanaugh.  Let  me  put  the  question  this  way:  Is  this 
recommended  provision  more  restrictive  than  that  imposed  on 
insider  transactions  or  your  section  23(a)  on  domestic  banks,  or  is  it 
the  same? 

Governor  Gardner.  It's  the  same. 

Mr.  Cavanaugh.  Thank  you. 

I  have  no  further  questions,  Mr.  Chairman. 

Mr.  St  Gebhain.  Inank  you,  Mr.  Cavanaugh. 

Mr.  Hyde? 

Mr.  Htde.  Thank  you,  Mr.  Chairman. 

Governor  Gardner,  one  of  the  statements  in  the  press  release 
announcing  these  hearings  from  the  distinguished  chairman  of  ttiis 
subcommittee  says: 

IIm  continued  rapid  growth  of  foreign  bank  operations  in  the  United  States  with 
■mragata  assets  now  totaling  S65  billion,  a  30  percent  increaae  in  the  lost  four  years, 
makee  it  imperative  that  the  Congress  respond  favorably  to  the  request  cnT  the 
Fsderml  Beaerve  Board  fbr  appropriate  legialation. 

Have  assets  of  foreign  banks  in  the  United  States  increased 
disproportionately  when  compared  with  increases  for  all  banks? 

Governor  Gasdnes.  I  think  they  have,  Congressman  Hyde.  I  don't 
have  the  figures  here.  I  can  submit  a  further  analysis  for  the 
subcommittee.  I  think  they  have  grown  more  rapidly  than  our  own 
banks  have  ^rown. 

Mr.  Hyde  What  about  U.S.  banks  overseas? 

Governor  Gardner.  I  can't  express  an  opinion  on  that,  but  I 
would  be  glad  to  try  to  make  a  similar  comparison.  This  comparison 
will  have  to  be  ceu^fuUy  instructed  for  banks  of  similar  capabilities 
and  size. 

Mr.  Htde.  All  right.  I  believe  you  touched  on  this  earlier,  but  I 
am  uncertain  of  your  response. 

Would  this  bill  raise  any  questions  of  violations  of  commercial 
treaties,  treaties  of  friendship,  commerce  emd  navigation  that  we 
have  with  our  m^or  trading  partners,  France,  Germany,  England, 
Italy,  Switzerland,  Japan?  Has  any  study  been  made  of  that? 

Governor  Gardner.  I  have  to  hark  back  to  a  former  position  I 
held  in  the  Treasury.  We  attempted  to  study  that  then.  We  believed 
that  they  did  not,  but  you  will  hear  testimony  from  the  State 
Department,  I  am  told,  that  will  indicate  that  perhaps  some  fea- 
tures of  the  bill  may  violate  friendship,  commerce  Emd  navigation 
treaties. 

I  want  to  make  one  point  as  strongly  as  I  can.  No  other  sovereign 
nation  lacks  the  kinds  of  controls  over  foreign  banks  in  their 
jurisdiction  that  we  lack  over  foreign  banks  in  ours.  So  I  don't 
Delieve  the  issue  would  rise  to  the  point  of  a  true  violation  of 
friendship,  commerce  and  navigation  treaties. 

Mr.  Hyde.  Governor,  when  you  say  we  lack  control  over  foreign 
banks,  are  you  speaking  from  the  perspective  of  the  Federal 
Government? 

Governor  Gardner.  Yes. 

Mr.  Hyde.  As  distinguished  from  the  prospective  of  the  State 
governments? 
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Governor  Gardner.  Yes,  from  the  perspective  of  the  FedenI 
Government  and  central  banking  authorities. 

Mr.  Hyde.  Have  there  been  anv  problems  with  the  voluntuj 
system  of  Federeil  Reserve  Board  monetary  controls  of  foniSD 
banks? 

Governor  Gardner.  No.  I  don't  know  of  buy  problem.  I  tiiink 
foreign  banks  have  been  good  citizens  generally. 

Mr.  Hyde.  On  the  matter  of  the  Federal  Reserve  Board  contnl 
over  reserves,  why  isn't  it  enough  to  have  effective  reportiiig  pin 
the  existing  pattern  of  State  reserve  requirements?  Wouldn  t  tht 
State-set  reserves  be  an  adequate  fulcrum  for  the  Fed's  open  mn- 
ket  activities  to  operate  upon? 

Governor  Gardner.  No,  sir,  it  wouldn't,  Congressman  Hjrde.  Hh 
difficulty  la,  of  course,  that  with  only  one  or  two  esceptions,  in  onr 
entire  universe  of  m^or  banks  dealing  in  international  banlang  and 
international  flows  of  funds,  those  domestic  banks  are  members  and 
subject  to  the  central  bank's  monetary  controls,  including  reeema. 
State  reserves  are  liquidity  reserves  and  they  are  usually  held  in 
some  form  of  earning  assets,  perhaps  State  securities  of  one  kind  or 
another.  No  other  entity  in  the  United  States  requires  the  maints- 
nance  of  uninvested  cash  reserves  except  the  central  bank.  So  the 
banks  I  am  talking  about,  those  of  a  billion  dollars  and  over,  aie 
entirely  related,  and  can  be  compared  to  our  major  U.S.  banks, 
which  are,  with  possibly  one  or  two  exceptions,  all  members  erf'  the 
Federal  Reserve. 

Mr.  Hyde.  I  notice  on  page  5  of  your  statement  that  the  Board 
recommends  that  section  7  of  the  bill  be  amended  to  require  that 
Federal  Reserve  monetary  controls  be  applied  to  all  of  the  U.S. 
operations  of  a  foreign  bank  that  have  $1  billion  or  more  in 
worldwide  bank  assets. 

Governor  Gardner.  Yes,  sir. 

Mr.  Hyde.  Are  there  any  domestic  banks  that  have  over  $1  billitm 
in  assets  that  are  not  Federal  Reserve  members? 

Governor  Gardner.  Yes,  sir. 

Mr.  Hyde.  About  how  many? 

Governor  Gardner.  I  know  of  a  few,  not  very  many.  I  can  submit 
that  later. 

Mr.  Hyde.  All  right.  I  have  no  further  questions. 

Mr.  St  Germain.  Thank  you. 

Mr.  Allen? 

Mr.  Allen.  Thank  you,  Mr.  Chairman. 

Governor  Gardner,  I  must  confess  a  degree  of  lack  of  knowledge 
on  the  subject  of  international  banking,  so  I  want  to  ask  you  first 
this  question:  In  the  past  25  years,  how  many  foreign  banks  doing 
business  in  the  United  States  have  gone  bankrupt? 

Governor  Gardner.  I  can't  recall  any.  Congressman. 

Mr.  Allen.  In  the  past  25  years,  how  many  depositors  or  inves- 
tors in  foreign  banks  doing  business  in  the  United  States  have  lost 
money? 

Governor  Gardner.  CongressmEui,  I  can't  give  you  any  examplea. 
I  will  try,  but  I  don't  have  any  now. 

Mr.  Allen.  You  know  of  none? 

Governor  Gardner.  I  know  of  none. 
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Mr.  Allen.  Of  course,  you  will  recognize  immediately  that  I  am 
rying  to  get  at  the  ui^ency  and  need  for  such  legislation  as  this.  If 
i  is  not  then  for  the  purpose  of  assuring  the  safety  of  investments 
y  dtizens  of  the  United  States  in  foreign  banks,  what  then  is  the 
najor  purpose  of  such  l^islation  as  this  and  the  need  for  it? 

Governor  Gardner.  First,  quickly,  monetary  controls.  Two,  the 
ntemational  activities  of  banks  have  expanded  enormously  in 
recent  years,  both  our  banks  going  abroad,  foreign  banks  coming 
mc.  I  would  not  have  any  confidence  that  the  history  that  you 
Irew  from  me  of  no  bank  ffulures  for  50  yestrs  would  be  the  pattern 
br  the  next  decade  or  two.  There  lb  a  strong  possibility,  there  is 
ilways  a  possibility,  that  as  the  system  grows,  more  bemks  will 
larticipate,  as  international  btmking  becomes  a  more  normal  part 
if  our  total  banking  picture  here  and  abroad.  Clearly  we  will  have  a 
riak.  that  hasn't  occurred  or  didn't  occur  in  the  50-year  period. 

I  answered  you  truthfully.  I  don't  know  what  banks  may  have 
iailed,  but  I  would  like  to  research  this  question  because  I  think  it  is 
in  appropriate  question. 

Mr.  AiXRN.  I  would  appreciate  such  information  that  you  can 
^ve,  and  verification  of  your  original  statement  or  modification,  if 
rou  find  the  facts  are  different  from  what  you  have  indicated. 

Jin  reBpoDse  to  the  request  of  Congressman  Allen,  the  following 
bnnation  vraa  submitted  for  the  record  by  Governor  Gardner^ 

Rkfly  RaCEivED  From  Governor  Gardner 
QucitMHi  front  Congrmtman  Allen— How  many  foreign  banks  doing  busineaa  in  the 
Jnited  States  have  gone  bankrupt? 

Aside  froni  situations  arising  during  wartime  and  possibly  during  the  Depression, 
he  <mly  recent  failure  we  have  been  able  to  uncover  involving  a  foreign  bank  in  the 
J.9.  was  that  of  Intra  Bank,  S,A.,  Beirut,  Lebanon,  a  Lebanese  bank  that  maintained 
I  branch  in  New  York  City.  On  October  15,  1966,  the  Superintendent  of  Banks  for 
he  State  of  New  York  took  possession  of  the  business  and  property  of  Intra's  New 
fork  branch  and  liauidated  its  affairs  under  the  New  York  Banking  Law.  It  is  our 
uderstanding  that  local  creditors  of  the  New  York  branch  were  paid  in  full  in  the 
mxceding,  because  of  provisions  in  New  York  law  which  required  Intra  Bank  to 
jtedge  U.fl.  atMta  to  back  up  its  U.S.  indebtedness  to  depositors  and  U.S.  creditors. 
rhe  FDIC  has  recommended  a  similar  asset  requirement  provision  in  its  alternative 

The  advantage  of  FDIC  insurance  in  such  situations  is  that  the  FDIC  has  the 
inthority  to  arrange  alternative  solutions  to  liquidation  when  such  actions  app^r  to 
X  leaa  costly  than  paying  off  depositors.  This  nrovides  a  greater  range  of  remedies  to 
jvrotect  the  interests  oi  U.S.  depositors  ana  creditors.  For  example,  assets  and 
liabilitiea  of  a  faiUng  branch  or  agency  could  be  purchased  and  assumed  by  another 
f  nV'wg  institution,  thus  maintaining  the  continuity  of  banking  services.  While  it  is 
true  that  U.S.  authorities  cannot  prevent  the  failure  of  a  foreign  bank  abroad,  FDIC 
innuancs  and  federal  supervisory  controls  should  help  to  ensure  that  local  creditors 
■nd  depositors  of  a  foreign  banks  U.S.  offices  are  protected  to  the  maximum  extent 


Mr.  AisxN.  You  speak  about  this  bill  would  give  some  monetary 
control.  I  suppose  you  mean  to  the  Federal  Reserve  System  over  the 
speration  of  national  banks  operating  here,  and  if  so,  how? 

Governor  Gardner.  We  would,  under  the  bill,  be  given  authority 
to  impose  reserve  requirements  on  deposits  of  money  center  banks, 
amd  those  are  the  banks  where  large  funds  flow  around  our  econo- 
my and  throughout  the  world,  and  affect  our  own  money  supply. 
That  is  what  I  am  talking  about  when  I  am  talking  about  monetary 
»>ntrols. 
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Mr.  Allen.  In  other  words,  your  fear,  if  I  understand  it,  is  th^ 
will  siphon  off  a  lot  of  money  from  U.S.  depositories  that  would 
oUierwise  be  deposited  with  American  banks,  emd  thereby  leave  us 
depleted  of  funds  necessary  to  operate  in  this  country. 

Governor  Gardner.  I  am  sorry,  I  didn't  quite  hear  the  end  of 
your  question,  Congressman  Allen.  I  started  to  answer  by  sasriii^ 
that  as  a  leu-ger  and  larger  portion  of  our  beisic  money  and  credit 
supply  becomes  subject  to  intemationiil  and  large  domestic  flowi, 
and  is  placed  outside  of  the  control  of  the  monetary  authorities,  you 
have  less  perfect  arrangements  to  assure  that  an  appropriate  mraie- 
tary  policy  is  being  implemented  in  the  United  States.  And  I  SM 
growth  as  one  of  the  dangers,  because  I  think  these  trends  that 
have  been  so  evident  in  the  last  5  years  will  continue,  and  I  know  of 
no  country  that  does  not  have  that  type  of  control  for  foreign  bcukt 
as  well  as  domestic  banks  in  the  major  trading  nations  of  the  world. 

So  I  would  consider  it  a  very  normal  procedure,  and  I  would  think 
it  terribly  important  for  the  appropriate  conduct  of  monetary  policy 
in  this  economy. 

Mr.  Allen.  Now  we  are  speaking  about  the  growth  of  interna- 
tional banks  in  this  country.  I  believe  the  question  has  previous^ 
been  asked  you  how  their  growth  has  compared  with  domeetic 
banks,  and  I  think  you  said  you  would  undertake  to  furnish  that 
information  later. 

Governor  Gardner.  Yes,  sir,  and  I  did  say.  Congressman  Allen, 
it's  my  impression  that  in  the  last  few  years  the  growth  of  foreign 
banks  has  been  significantly  higher  in  the  United  States  them  tse 
growth  of  the  U.S.  bank  assets. 

Mr.  Allen.  Tell  me,  do  the  foreign  banks  offer'higher  rates  of 
interest  to  their  deposits  than  the  domestic  banks.  Federal  Reserve 
member  banks  are  permitted  te  offer? 

Governor  Gardner.  No,  sir,  but  they  have  significant  additional 
opportunities  to  compete,  because  they  are  dealing  in  international 
trade,  they  are  dealing  with  their  parents  abroad,  which  are  very 
large  banks,  and  so  their  growth  has  been,  as  I  suggested  earlier, 
procompetitive  in  the  sense  we  have  more  competition  in  our 
markets,  and  in  international  transactions  they  would  have  some 
certain  advantages  which  would  encourage  their  growth. 

Mr.  Allen.  You  speak  of  advantages  without  defining  them,  and  I 
will  take  you  at  your  word,  that  you  know  of  certain  advantages 
that  have  not  been  listed. 

One  other  point:  If  indeed  we  blanket  foreign  banks  under  the 
Federal  Deposit  Insurance  Corporation  and  local  depositors  who 
know  their  money  is  just  as  safe  with  a  foreign  bank  as  it  is  with  a 
domestic  bank,  we  are  talking  about  the  growth  of  foreign  banks, 
would  this  not  accelerate  the  attractiveness  and  the  growth  of 
foreign  banks  if  your  money  was  just  as  safe  with  them,  or  the 

tiublic  waa  made  to  feel  so,  as  it  would  be  with  any  of  the  largest 
ocal  banks? 

Governor  Gardner.  I  cannot  deny  that  this  would  give  an  addi- 
tional competitive  point  to  foreign  banks. 
Mr.  Allen.  Thank  you,  sir. 
Mr.  St  Germain.  Mr.  Leach? 
Mr.  Leach.  Yes,  sir;  I  have  just  one  question. 
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On  page  8  you  note  that  the  Board  urges  that  the  securities 
affiliations  in  place  today  be  permanently  grandfathered  to  quiet 
the  controversy  smrounoing  the  issue. 

Could  you  describe  exactly  what  the  controversy  surrounding  the 
isBue  is,  and  speciHcally  do  U.S.  banks  have  securities  branches  in 
their  overseas  operations,  and  if  so,  is  the  mEtjor  fear  retaliation  in 
that  regard? 

Governor  Gasdnbr.  There  is  a  m^or  fear  of  retaliation.  I  think  if 
we  force  divestiture,  the  controversy  surrounding  the  issue,  to  go  to 
the  first  part  of  your  question,  is  that  it  seems  eminently  unfair  to 
require  divestiture  retroactively  of  something  that  h£is  been 
permitted  to  continue  in  this  country  for  many  years. 

liiere  is  ample  l^islative  precedent  for  grandfathering.  We  have 
grandfathered  for  the  banking  business  what  we  now  consider  to  be 
impermissible  activities  of  banks  under  the  Bank  Holding  Compcmy 
AcL  So  I  suggest  that  the  first  appropriate  posture,  the  one  that  is 
■i^norted  by  l^islative  history,  is  that  when  you  impose  new  law 
ana  regulation,  Congress  frequently  does  grtindfather  nonstandard 
activities  that  have  occurred  in  the  past. 

Divestiture  is  a  very  significant  difficulty  for  any  company  that 
has  operated  here  within  our  laws  aa  they  existed  at  that  time. 
Usually  it  has  an  economic  cost  associated  with  it.  Our  banks 
abroad  are  frequently  engaged  in  some  form  of  securities  transac- 
tions, but  because  the  laws  of  those  countries  permit  their  banks  to 
engage  in  securities  transactions. 

Ui  other  words,  national  treatment  means  specifically  that  when 
our  banks  go  to  the  United  Kingdom  or  to  the  European  commu- 
nity, th^  are  generally  permitted  to  do  what  banks  in  that  host 
country  are  permitted  to  do. 

Now,  in  the  United  States  there  is  an  abnormal  situation.  U.S. 
banks,  since  the  imposition  of  the  Glass-Steagall  Act,  have  been 
divor^  from  direct  security  activities.  But  all  during  that  period 
since  enactment  of  the  Glass-Steagall  Act,  we  have  had  relatively 
few  affiliates  of  foreign  banks  operating  here  in  the  securities 
market  just  as  our  broker  dealers  and  investment  bankers  operate. 
It  seems  wrong  to  require  divestiture,  because  they  are  at  this  time 
not  a  major  part  of  our  securities  industry. 

I  suggest  that,  if  we  don't  prevent  the  development  of  this  in  the 
future  we  have  the  possibility  of  the  growth  of  securities  affiliates 
among  banks  in  direct  opposition  to  what  the  Gleiss-Steagall  Act 
prevents  U.S.  banks  from  doing. 

I  think  the  controversy  is  very  severe.  Foreign  governments, 
foreign  banks,  would  consider  it  an  unfriendly  act  to  require  them 
to  divest  themselves  of  their  business  here. 

The  present  bill  requires  divestiture  at  some  future  date,  but  that 
leaves  no  option  to  the  owner.  Therefore,  the  owner's  opportunity  to 
sell  is  compromised  by  the  provisions  of  the  bill. 

Mr.  Leach.  May  I  interrupt  just  a  second?  Specifically,  do  U.S. 
banks  have  securities  branches  abroad?  I  mean,  do  we  operate  in 
this  fashion?  Is  that  the  fear  of  retaliation? 

Governor  Gardner.  That  is  certainly  one  of  the  fears. 

Mr.  LxACH.  May  I  ask  what  banks  have  securities  operations?  For 
example,  are  we  protecting  the  interests  of  one,  two,  three,  four  or 
dozens  c^  banks? 
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Goveraor  Gardnsr.  I  don't  have  the  figures  or  a 

list  with  me  today.  I  can  supply  it  for  the  subcommittee.  We  have 
the  possibility  of  retaliation.  I  don't  really  think  retaliation  abroad 
is  the  moet  significant  issue  here,  but  it's  certainly  present.  We  maj 
be,  in  a  sense,  in  a  very  indirect  sense,  protecting  our  American 
banks  overseas  that  now  do  a  securities  Dusiness. 

Mr.  Leach.  Might  we  also,  though 

Governor  Gabdner.  It's  quite  an  indirect  result  of  this  legialatfan. 

Mr.  Leach.  To  play  the  devil's  advocate,  as  equally  precedenW 
as  grandfathering  is  divestiture  in  £dl  realms  <^  American  enta^ 
prise,  and  it's  always  a  difficult  thing.  But  when  you  are  deding 
with  equality  I  think  you  can  make  a  fairly  good  case  if  s  not 
unequal  treatment.  We  are  talking  Eibout  equal  treatment. 

S«x>nd,  when  you  are  dealing  with  competitiveness,  there  an 
increasing  possibUities  that  more  and  more  foreign  funds  are  gdng 
to  be  attracted  to  the  U.S.  securities  markets,  and  we  will  dinctlr 
be  placing  our  own  banks  at  a  competitive  disadvantags  with 
foreign  banks,  and  we  will  also  be  giving  up  a  given  t^pe  of  Dusinsn 
that  might  otherwise  follow  through  to  the  securities  industry  of 
the  United  States. 

I  am  just  wondering  if  those  aren't  balancing  features  to  a  point 
of  view  that  is  more  status  quo  oriented. 

Governor  Gardner.  When  you  aay  status  quo.  Congressman,  do 
you  mean  the  present  l^islation  should  not  require  divestituxe? 

Mr.  Leach.  No,  I  mean  that  grandfathering  implies  status  quo, 
and  current  legislation,  which  implies  divestiture  would  be  non- 
status quo. 

Governor  Gardner.  As  my  testimony  has  indicated,  I  think  the 
best  way  to  treat  this  issue  in  its  present  form  is  one  of  permanent 
grandfathering. 

Mr.  Leach.  Thank  you  very  much. 

Mr.  St  Germain,  lliank  you,  Mr.  Leach. 

Mr.  Hanley? 

Mr.  Hanley.  Thank  you,  Mr.  Chairman. 

Governor,  I  r^ret  I  had  to  miss  your  presentation  this  momins, 
and  as  of  this  point  have  not  completed  reading  it.  I  do  hove  a  fiur 
handle  on  the  subject  matter,  in  recognition  of  our  past  efforts  in 
this  regard. 

Just  one  quick  question.  What,  in  your  judgment,  would  be  the 
single  most  important  factor  which  has  made  uie  American  market 
this  attractive  to  the  foreign  industry  when  we  look  upon  a  ten-fold 
increase  in  a  10-year  period? 

That  is  rather  interesting,  and  what  would  be  your  analysis  of  the 
most  attractive  reason  for  this? 

Governor  Gardner.  Very  directly,  our  dollar  is  the  world  tradlns 
currency.  This  is  the  largest  economy  in  the  world.  The  U.S. 
financial  markets,  the  enormous  consumer  and  commercial  and 
industrial  activites  in  the  United  Stetes,  in  my  opinion,  make  tiie 
United  States  the  most  desired  location  for  any  miuor  foreign  bank 
wishing  to  expand  abroad. 

Our  currency  is  so  important  in  the  Western  world  trading 
structure  that  it  seems  to  me.  Congressman  Hanley,  that  I  could 
look  for  a  twenty-fold  increase  of  foreign  banks  coming  here. 
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Mr.  Hanley.  The  atmoBphere  here  existed  similarly  prior  to  the 
past  decade,  and  apparently  it's  only  within  the  last  decade  that  the 
foreign  banka  became  enlightened  with  regard  to  the  opportunity, 
because  certainly  the  opportunity  has  been  traditional. 

Governor  Gabdner.  You  will  forgive  a  little  bit  of  patriotiam,  but 
I  think  the  very  aggressive  competitive  activities  of  U.S.  banks  in 
the  last  two  decades  abroad,  when  we  have  seen  an  enormous  rise 
in  international  finance,  has  really  been  the  vanguard  reason  why 
international  banking  has  grown  bo  significantly.  I  think  specifi- 
caBy,  and  I  can  cite  an  instance,  foreign  beinkers  have  become  more 
competitive,  have  become  more  outgoing  in  the  last  two  decades 
abroBid,  indeed  some  of  this  must  be  credited  to  the  action  of  our 
own  banks  in  going  abroad. 

I  can  remember  American  banks  pioneered  the  term  loan  or  the 
medium  term  loan.  Foreign  banks  just  didn't  make  medium  term 
loans  20  or  25  years  ago,  if  my  friends  from  abroad  will  forgive  me. 
Some  of  them  still  do  it  in  a  subsidiary,  because  it  s  quite 
different  from  the  kind  of  lending  that  they  traditionally  did.  But  as 
the  world's  interdependency,  financially  and  economically,  has 
grown  in  the  post-war  period,  the  opportunities  for  the  growth  of 
multinational  financial  organizations  have  been  quite  attractive. 
I  think  a  reluctance  to  come  to  the  United  States  is  explainable. 
A  bill  of  this  kind  providing  some  certainty  for  foreign  banks  will 
probably  encourage  the  development  of  intemationed  financial 
stractures. 

Hr.  Hanlet.  Perhaps  you  have  mentioned  this  in  your  statement 
but  how  does  the  American  industry  involvement  in  the  foreign 
market  compare  with  the  other  over  the  past  decade? 

Governor  Gardneb.  Of  course,  you  know  our  American  industry 
went  abroad,  which  is  one  of  the  reasons  why  American  banks  went 
abroad.  I  think  you  will  find  that  foreign  investment  in  the  United 
States  is  certainly  not  diTniniBhing  but  increasing,  and  as  foreign 
investment  in  the  United  States  increases  and  &e  ownership  of 
TOrioua  facilities  in  the  United  States  by  foreign  shareholders  and 
the  like  increases,  you  would  expect  banks  from  those  coimtries, 
hiving  dealt  with  the  business  concern  abroad,  to  follow  their 
cortotners,  as  our  banks  followed  their  customers. 

Mr.  Hanixt.  In  recognition  of  the  ten-fold  increase  over  the  last 
decade,  how  does  American  involvement  over  there  compare? 

Gov^noT  Gardneb.  The  ten-fold  increase  in  my  statistics  I  think 
nuu  from  1972  to  1977.  That  may  not  be  correct.  I  would  say  that 
American  bank  activities  abroad  may  have  slowed  a  little  most 
noently,  but  as  you  have  pointed  out  in  the  first  part  of  the  last 
decade,  American  bank  activities  abroad  grew  very  rapidly. 

Mr.  Hanlky.  Thank  you  very  much.  Governor,  and  thank  you, 
Hr.  Chairman. 
'       Mr.  St  Germain.  Thank  you,  Mr.  Hanley. 
'       Mb.  Oakar.  Thank  you,  Mr.  Chairman. 

'       Governor,  I  have  a  question  somewhat  related  to  Mr.  Hanley's 

inquiry.  As  we  <^»erve  an  increase  in  foreign  banking  operations 

hoe  in  the  United  States,  it  would  appear  we  are  witnessing  a 

H     decrease  in  the  U.S.  banks  involved  in  their  own  communities 
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Governor  Gardner.  Involved  in  our  country? 

Ms.  Oakaa.  Yes. 

Governor  Gardner.  I  don't  think  so,  but  I  may  not  understand 
your  question. 

Ms.  Oakar.  Perhaps  this  will  clariiv  my  point.  Our  own  chaii^ 
man,  Mr.  St  Germeiin,  reported  we  hfid  a  number  of  cattle  iarmen 
who  simply  couldn't  get  credit  from  U.S.  commercial  banks  during  a 
period  of  great  capital  need  and  yet  I  noticed  that  U.S.  commercial 
banks  are  lending  huge  sums  to  South  Africa,  Bahamas,  and  BnziL 
Some  of  the  people  in  our  cities — real  estate  developers,  as  well  as 
the  individuEiI  consumer — have  had  a  very  difficult  time  borrowiiu 
from  the  commercial  banks  in  their  localities.  I  merely  ask  this.'S 
increased  foreign  bank  activity  in  the  United  States  related  to 
increased  U.S.  lending  to  overseas  concerns?  In  short,  is  there  a 
correlation? 

Governor  Gardner.  I  don't  really  see  any  correlation.  The  banks 
that  are  overseas  that  are  American  banks,  are  lai^ly  ocmfined  to 
our  giants  and  near  giants. 

Ms.  Dakar.  Excuse  me,  I  didn't  hear  your  response. 

Governor  Gardner.  The  giant  or  near  giant  banks,  and,  of  courae, 
the  United  States  has  a  very  unique  banking  industry.  We  have 
14,000  or  more  commercial  banks,  and  we  have  20,000  credit  unions, 
9,000  or  10,000  savings  and  loans  institutions. 

Ms.  Dakar.  It  doesn  t  mean  they  always  lend  to  community-based 
people. 

Governor  Gardner.  The  vast  mE^ority  of  our  financial  institu- 
tions are  entirely  domestic,  and  have  no  overseas  business.  Only  a 
small  fraction  are  overseas. 

Ms.  Oakar.  Are  you  saying  only  a  small  fraction  of  the  giants? 

Governor  Gardner.  No,  our  giants  are  overseas,  but  they  are  only 
a  small  ft-action  of  our  banking  industry. 

Ms.  Dakar.  The  giants,  then,  represent  a  small  portion  of  the 
entire  U.S.  banking  industry? 

Governor  Gardner.  Right. 

Ms.  Dakar.  If  I  may  pursue  another  point.  In  his  testimony 
before  our  subcommittee.  Governor  Wallich  addressed  the  problem 
of  redlining  at  the  international  level.  He  stated  that  Government 
subdivisions  and  private  firms  were  evaluated  as  creditworthy;  but 
their  countries  per  se  were  not  evaluated.  One  of  my  distinguished 
colleagues,  Mr.  Annunzio,  for  example,  expressed  concern  that  Italy 
might  be  suffering  from  some  sort  of  redlining  by  U.S.  lenders. 

r wondered  if  the  U.S.  banks  at  times  do  engage  in  their  own  sort 
of  foreign  policy  making  and  if  this  is  so  are  you  or  the  State 
Department  advised  on  some  of  these  practices?  Have  you  ever 
noted  any  of  these  problems  with  international  redlining? 

Governor  GARDNER.  It's  hard  for  me  to  answer  that,  but  I  will  try. 
The  disposition  of  any  financial  institution  to  extend  credit  to 
industries  and  governments  abroad  has  to  be  related  to  the  ability 
of  those  institutions  or  governments  to  repay  their  indebtedness, 
and  our  banks  have  extended  a  good  deal  of  credit  abroad,  and  I 
think  each  bank  has  to  carefully  spread  its  risks  among  commercial 
concerns  and  businesses  in  various  countries,  because  of  a  varieW  of 
different  economies  and  exchange  conditions  and  security  or  safely 
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of  foreum  exchange  flows,  country  indebtneas  and  balance  of  pay> 
ments.  So  I  don't  call  it  redlining.  I  think  a  bank  could  easily  take 
the  position  that  they  had  a  sumcient  percentage  of  their  portfolio 
in  loans  to  one  country,  and  that  was  all  that  they  wanted  to  put  at 
risk  in  that  one  country. 

Ms.  Oakar.  You  would  not  describe  that  as  redlining? 

Governor  Gahdner.  No,  I  don't  think  so. 

Mb.  Oakar.  'Hiank  you,  Governor  Gardner.  Thank  you,  Mr. 
Chairman. 

Mr.  &T  Germain.  There  will  be  additional  questions  that  will  be 
submitted  in  writing.  We  hope  you  can  get  the  answers  back  to  us 
expeditiously,  so  we  will  have  the  benefit  of  those  answers  when  we 
come  to  a  markup  session. 

Governor  Gardner.  Thank  you,  Mr.  Chairman.  I  want  to  still  be 
optimistic  and  I  very  much  appreciate  the  opportunity  to  appear 
before  this  subcommittee  today. 

Thank  you. 

Mr.  St  Germain.  Thank  you. 

[Letters  follow  containing:  Chairman  St  Germain's  written  ques- 
tinifl  to  Governor  Gardner  regarding  H.R.  7325;  Chairman  Arthur 
F.  Bums,  support  of  the  "International  Banking  Act  of  1977"; 
Governor  Geiiiner's  reply  to  Chairman  St  Germain  s  questions;  and 

answeiB  to  questions  ra^ed  by  Congressmen  Prank  Annunzio  and 

Clifford  AUen:] 
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U.S.  HOUSE  OF  REPRESENTATIVES  I^STIT 


n*  Ranoribl*  St«ph«ii  S.  Cardn* 

T,  Vlca  ChaiiHB 

HiahlDgton,  D.  C.     JOSSl 

Dui  Tic*  ChilruD  Cirdnic: 

On  bihilf  Df  Che  SubcoBi 

ct»,  I  olah  CO  «iip[aaa  our  appicclation 

tha  proviaiOD*  ot  tha  IncaiDatlonal 

■anklog  Act  of  1977,  U.K.   7323. 

tlon  aa  qulcklr  aa  poaalbl*  In  oHai  tar 

tha  Siucc  to  c<nplitc  chili  di 

Jlbar.tlon.  In  tha  9Sth  Congiaaa. 

It  Is  Ih>  tntantlDii  of  Cba  lubcovlcta*  to  sark  up  tha  bill  durl^ 
tha  uaak  of  July  25  thioush  July  29  aod,  accsrdlaglr,  I  would  ra^tMBt 

neon  on  ThuiidaT.  -luly  21-      It  la  nj  intcDCloo  to  dlitilbut*  coplaa  of 
tbla  laccai  and  your  reaponaa  chcrato  Co  «ach  of  tba  Subco^ilttaa  Maabara 
prloi  CO  Subconltcat  markup. 

Tha  quia  t  ion*  folloii: 

1.  Could  Tou  alabiirat*  foi  tha  bancflt  of  Che  Subcoialttaa  ob  tba 
dlatlaccloB  to  b*  nada  batucen  a|anciaa  of  foralgD  banks  and  poHara  so* 
tiantad  to  fcdatallT  chartalad  Xd|*  Act  eoiporatloniT     Thia  fallowa  jraur 
auuaadon  on  pa(*  6  which,   In  af  Judgaant,  appcaia  to  ba  ■  eonatiuctlT* 

2.  Tour  CO— iBt  OB  p(|a  B  cDscarBlng  tha  aacuilclaa  atflllata  piavlaloaa 
of  SactlOD  8  of  tha  bill,  I  find  dlaappolBClni.  I  aa,  of  eouiac,  awac*  ef 
tha  contiovaraj  tai  tha  Bouaa  ipska  to  thla  coBCmacar,  u  you  know,  last 
raax  br  Ita  dafail  of  tba  Raai-Muiphy-Hoia  aaaadaant.     Proa  a  practical 
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folnC  a<  vlav,  t  <aa  uBdimtMai  joor  raawniag,  but  ahould  w 
TAsr  juil'^clo".  t''™  '  '**^  **  "^^^  ***'  "°"  mtlwnf  coBcaratos  haw 
the  turd  would  [lEapoic  tc  use  I  (a  dilcicllon  to  control  chc  tnw  eC 
abDin  tb«t  the  Bojrd  contrnpliin  "aiihi  irlM  onar  tin*.       ft«ln«  tin 
Inrlnti.  jou  will  racjll  vt  iiazuitti  the  pos«lbltlc/  of  ■h.iing  (h« 
reipoBjIblllcT  foe  the  r»vl*in)t  HcurllltS  ■     11J««  gr.ndHtlitiKl  •"!- 
viclH  vith  till  Secucitln  E>ch*nge  CocmWiIon.     I  r»qu«»t,  «  I  atat^d 
Juilaj  tha  heirlngi,  •  vrlK««  caipoua  atitlni  cha  poiltlDO  o(  tha  Board 

3.     On  page  3,  r™  indtcat«4  cliat  ■ 

•pKlallied   lutinitlana  opaiitad  o 

tben  BBjacced  that  tha  poaldeit  vaa  «rrtniB«a     la  viaw  qa  ■■fcb«u4vi.u«B7 

(irpaaalon  of  th«M  bank*  In  tha  coBtant  of  tha  davaloriiaat  of  ■ultl-BatloDal 

buiklBg."     Coold  7eu  alaboiata  on  jom  labuttal  aisuB*nII 

ippioilMtel;  V  bllllOB  la  foiclga  Jis<t*  1b  1965  to  mt*  thas  $76  billlen 
turr«ntlT      oulJ  you  ii»nture  an  opinion  aa  to  uhatbaT  ]ro>i  f"!  thla  traod 
•ill  contlnu*;  sr^   l(  ao,  i*«t  la  jour  baat  aatlnata  of  tha  total  aaouot  of 
foialxD  aiaata  In  tha  Dnltad  State*  at  iha  aod  of  tba  aut  tao-yaM  pailodT 

Tb«  aaaetsant  of  Ihla  bill  dsw  nol  hava  ■■  Ita  puipoaa  cba  dlacout- 
agBaat  oC  focvlgn  Inuc^tMDt  which  I  f«al  naada  to  be  aaphidiad  is  vlao 
el  thewisunderstanding     claarlr  aalatint  today.     Uould  you  agree  «Ith  thla 
cc^citti  and  If  BO,  could  you  dlaeoaa  brlaflj  how  tha  Fed  would  piopoae  to 
(ilicli*  (he  coaildeiabla  dlaciatloB  traiKed  to  It  ahsuld  tha  bill  ultb  pco- 
poied  inandnenCi  bs  jdopiedt 

5.  «  tha  SJ,  (orclm  hinka  to  vhlch  you  Baha  retaraoca  Ml  pasa  2  of  your 
BtatMant,  hov  ausy  of  thoM  bankj  have  igsatj  In  axcMa  of  tl  billloar 

6.  Tba  Inautanca  provliiooa  of  thla  Wli  appdir  to  ba  tha  aoat  difficult 
to  idjmt  In  tetmi  oC  fht  ittiovi  iogteitiona  -uhlch  ha*a  baan  aada.     Thay 
ai*  .iH.  T  think,  perhaps  the  dobc  slgnlficint  In  ta™a  of  public  policy. 
I  ■«old  lUw  to  aik  yau  to  dl*cuBB  tha  peBilbllity  that  tha  Inaucanca  of 
far*l(B  banks  ataht  aapoBB  tha  fund  to  uodua  ilalc.      Evao  If  tha  ilak  la 
not.  In  yout  yieu.  unnecessjtlly  great.    It  doei  appear  that  thata  are 
Elaka  IB  addltioD  to  those  uhlch  raUte  to  dpaestic  binki.     I  "oold  alio 
Itka  yo«  to  discuii  the  larger  laaua  i*Icb  iclataa  to  tha  quaatlon  of 
deposit  InauEinc*  for  overlfia  brinchea  of  U.S.  banka.     To  what  eitent 
have  Che  International  banking  opaKtloaa  of  U.S.  banka  undatalaad   tha 
safeguiidi  ot  dcpojlt  IniutJineeT     Could  you  supply  fot  tha  record  lOM  In- 
dication of  the  prepoTIIon  of  llabllillas  of   tha  laigeat  U.S.  Bulti-natlonal 
bsAa  lAIcb  ara  Insuradl 
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(tomb  eE  thli  intr 
(ruKwink  and  wmci 
l«in  In  four  othir 
blUB  ruultlns  fT< 


,  on  pa|a  3  of  ^real 

Mtioral  fir»ncl»l  coim 
rj  ayatcB  In  nany  -otlier 


esttng  Cba  T*fnlatoi7 
,"  snd  Chat  banUot 
C  sooc  of  tba  pro- 
onjl  b«nkln|.  , 


B.     On  paga  5  of  y 

Tou  ail  no  doubt  t 
and  that  It  »111  I 


t  that 


iitA  a 


vill  b 


..  rtunltr  to 
position  more  fully  Aa  1  understand  jour 
that  foraitn  banka  In  Cha  D.S.  opmta  thai 
aubaldlarlaa,  aganelaa  ot  'branches  to  ao 
poaafbl*  fee  than  to  ahlfc  tunda  batvean  (h 
of  operation  and   <o  us(  tha  nacuorli 


of     I 
tbU 


and  t 


ling  with  rcBpec 


ragul.tlon 


proposed  FadacaL  Itaaarva 
Idiariaa  of  far«lsn  banVi. 
'  coritroverilal  snandnnc 
if  the  dual  banking  lystca. 
aln  the  Federal  'Keserve'a 
afn  It  related  to  Che  fact 
•s  —  lAethar  thaji  ba 
It  as  •  unit,     n  !• 
:a  ragatdlaaa  of  thali 
>f  Blnlalilnc  tha  cost 


offici 


ell   i 


Idlng  e 


underatoctd  ycur 


ccclyt     ' 


uld*yeu 


9.     On  pa(«  6  of  jaui  atataaiant,  you  auggaac  a 

atata  piohlblTlonB  Hhlch  vould  Iiiva  the  affacl 
of  agcDCla*  In  ordei  to  nlninlie  tha  cDBi;<tiiii 
ulth  iccard  to  U  S  banks  not  being  able  to  op 
Could  you  describe  the  preient  poweu  of  egenc 
raadlct  tbaa  undar  this  cucrani  suggeillonT 

10.  Iha  date  at  irtilch  tha  Board  laEularly  p 
aaa«t«  and  llabllltlej  of  foreign  banka  indlc 
f6  billion  m  til*  total  assets  and  liibllitie 
Hatch  and  April  of  thlt  yrtt  At  olhar  liaiaa 
In  thalr  aaaata  of  jbout  Cha  S^qC  ilia.  Tha 
tha  U.S.  through  offices  of  foreign  banks  *pp 
Does  tb*  volatility  of  t.lielr  operaCiona  cospl 
polleyT     If  ao.  coidd  you  aiplaln  Miyl 
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rou  h.v.  it.tcd  th.t  H.ii 

.   732i  !■  n.c. 

tH!tVE«i  foteijn  owned  an 

d  dmc.clc  ban 

c  bank  holiJln»  roopinl* 

..   throujh  th. 

e  th*  foiejolng  ^uasclon 


Farnand  J.   St  G 
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,  The  Bonorabl*  Femand  J.  Sc  GerMiln 
QMltman 
Subconilceee  on  FlaanclAl   Iiutltutlont 

Sup«TviaIoii,  Oegulatlon  and  Iiuurane* 
Cooalttec  on  Banking,  Finance  and 

Urban  Affairs 
Boiue  of  RepEeientatives 
SUbtDgcon,  D.  C.     20515 

Bear  Me,  Chalinan: 

I  would  Itlce  to  Join  In  GoTemoT  GaEdiwE'a  raapooaa  to 
jou  and  Co  Eh«  Coalttee  and  usiir*  yon  of  qr  om  nippoet  of  tiM 
International  Banking  Act  of  1977.  I  bope  your  effort*  to  obtain 
a  balanced  aod  appropclate  bill  will  ba  auccaaaful,  and  «•  at  tba 
Fedctal  laaerve  will  land  all  poaalbla  aaaiatance  In  cbat  eod«ai«r. 

In  revlevliig  your  questlooa  and  Governor  Gatdaer'a  T«apoe 
I  aa  parauadad  tbaE  the  dlfflculclaa  rataed  by  toT*l^  baoks  aad 
State  aaEborlEies  can  ba  raaolved  thxou^  appropriate  —endeente. 
I  b«ve  no  doubt  that  It  la  eeeenClal  to  do  tbla  to  aid  pasaeg*  of 
the  bill.     The  cloae  link*  anong  the  vorld'a  flnanelel  ■krfcace, 
the  ease  of  Intamatlonal  fund  tranafera,   and  Che  iBporCint  role 
of  our  currency  In  this  syatem  have  craatsd  a  aarloua  need  for  • 
aeCloaal  tegulacorr  atruecure  that  Ineludaa  the  forelcn  *—"*'< "g 
Inatltutlona  operating  In  the  United  State*.     The  pvopoacl*  In 
7«ur  bill  are  assanCIal  Co  assure  Che  eafaqr  and  soundBass  of 
fr"'<''llT<H  In  our  counCry.     Among  other  Chlng*,   Ch«y  give  additional 
power  to  our  central  bank,  but  I  ^  unavara  of  nf  ocbex  wDnaCaiy 
euCborlCle*  aaong  our  major  trading  partner*  vlio  lack  each  pcwr*. 


Beac  viahas. 

Sincerely  joara, 

( ■     ■)  hftur  F.  Buna 

Arthur  r.  lam* 
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BOARD  □ 
FEDERAL  RESERVE  SYSTEM 


The  Honorable  Fem«nd  J.   St  Germain 

Chairman 

Subcomnlttee  on  Financial  Institutions 

Supervision,    Regulation  and  Insurance 
Coomittee  on  Banking,  Finance  and 

Urban  Affairs 
House  of  Representatives 
Washington.  D.  C.     20515 


I>ear  Mr.   Chaimon: 

I  want  to  thank  you  for  and  respond  to 
yotir  letter  of  July  13  requesting  that  I  elaborate 
on  and  stqipleaent  my  testimony  of  July  12  before 
t:li«   Subconaittee  on  Financial  Inatitutiona,    St^er- 
vlsloa.  Regulation  and  Insurance.     For  your  conveni- 
ence and  that  of  the  Conmlttce  I  have  provided  answers 
to    each  question  In  the  enclosed  attachments  and 
«pp«ndicea.      I  have  included  answers  to  questions 
raised  by  Congressman  Annunzio  and  Congressman  Allen; 
and.    as  you  suggested,    I  am  sending  separate  direct 
X'asponses  to  Mr.   Annunzio  as  well  as  to  Mr.  Allen. 

In  this  covering  letter  I  wpuld  also  like 
to  provide  clarifying  comnents  for  you  and  the  Comnlttee 
on  the  key  issues  which  you  have  appropriately  identl- 
flad.     Since  the  original  introduction  of  prospective 
foreign  bank  legislation.    It  has  become  clear  to  the 
Board  of  Governors  that  some  State  governments  were 
and  continue  to  be  intsrestcd  in  attracting  and  char- 
Cerlng  agencies  of  foreign  banks  to  support  their  local 
•conon^'s  participation  In  international  finance  and 
trade.      That  developmenC  was  the  guiding  force  for  our 
proposed  amendment  to  exempt  future  agenciea   from  the 
multistats  limitations  of  current  national  and  State 
lav.     Since  the  inception  of  the  Edge  Act  In  1919, 
Q.S.  banks  have  been  given  a  multlstate  exemption  for 
■lallar  International  banking  offices.     As  you  know, 


,v  Google 


If  our  proposed  amendmciit  Is  adopted,  State-charcered 
agencies  can  continue  to  be  exempted  from  multistats 
restrictions  provided  they  are  limited  to  the  powers 
vhich  similar  U.S.  concerns  can  have  under  the  long- 
standing Edge  Act  provisions  of  Federal  law.   It  follows, 
then,  that  we  would  provide  national  treatment  to  foreign 
banks  by  not  restricting  States  from  licensing  agencies 
of  foreign  banks  since  there  are  similar  opportunities 
for  U.S.  banks  under  present  Federal  law. 

I  hope  70U  will  find  my  answer  to  the  ques- 
tions you  asked  concerning  the  oversight  of  securities 
affiliates  and  the  role  ol  the  Board  and  the  SEC  forth- 
coming. In  short,  there  will  be  a  shared  responaibillty 
if  the  amendment  provisions  we  suggested  for  Section  8 
are  Incorporated  in  the  bill.   The  SEC  already  has  full 
regulatory  and  supervisory  powers  over  the  securities 
affiliates  of  foreign  banks.   What  is  lacking  at  pres«nt 
is  the  regulatory  oversight  necessary  for  the  Federal 
Reserve  to  deal  with  any  future  problems  that  might 
occur  In  the  banking  affiliate  of  the  securities  entity. 
Cooperation  and  coordination  between  the  SEC  and  the 
Board  would  be  certain  If  the  amended  language  la  incor- 
porated in  the  bill. 

I  hope  the  attachments  will  also  point  out 
clearly  that  insuring  dosestlc  deposits  in  foreign  banks 
will  not  expose  the  FDIC  Insurance  fund  to  unusual  risks. 
Under  the  FDIC  proposals,  foreign  bank  assets  in  the  U.S. 
could  be  segregated  and  pledged  to  protect  the  fund 
against  any  undue  risk  of  potential  liquidation  demands. 
In  a  related  matter,  I  am  not  certain  that  all  members 
of  the  Conmlttee  understood  that,  at  present,  the  FDIC 
do«8  not  Insure  the  overseas  deposits  of  American  banks. 
Further,  as  the  attachment  to  this  letter  indicates,  ths 
international  banking  operations  of  U.S.  banks  do  not 
appear  to  have  undermined  the  safeguards  of  our  domestic 
deposit  Insuranca  system. 

As  yoo  point  out  in  Question  8,  establishing 
rsserve  requirements  for  large  foreign  banks  has  been 
criticized  from  ths  stan^oint  of  the  dual  banking  systaa. 
This  criticism  la  directed  at  our  proposal  generally  and 
not  solely  to  the  question  of  whether  subsidiaries  of 
large  foreign  banks  should  be  covered.   Our  present 
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recoonendation  will  not  usurp  other  State  powers 
covering  the  approval  or  oversight  of  branches,    agen- 
cies,   and  subsidiaries  of  foreign  banks.     However,    the 
need  for  reserve  requlrenents  on  large  foreign  banks 
is    dr ana t leal I7  shown  In  Appendix  II  of  the  attachments. 
The  two  largest  nonmember  banks  operating  in  the  United 
States,    the  Bank  of  Tokyo  Trust  Company  and  the  Cali- 
fornia First  Bank,   are  subsidiaries  of  the  same  foreign 
bank.     Their  total  assets  in  the  U.S.   as  of  Decendier  31, 
1976,  were  almost  $4-1/2  billion.      If  subaidiaries  are 
not  made  subject  to  the  reserve  requirement  provisions 
in  the  Act,    they  will,    of  course,   become  the  preferred 
fan  of  entry,    and  U.S.    domestic  monetary  policy  con- 
(S^trola  will  continue  to  be  weakened. 

Finally,    I  would  like  to  observe  that  your 
Comal t t ee ,    and  this  Congress  and  the  last,  has  been 
engaged  In  a  courageous,    farsighted  and  appropriate 
effort.      Clearly,    each  new  development  in  the  unregu- 
lated structure  of  foreign  banking  in  the  U.S.  will 
complicate  the  future  passage  of  a  fair  domestic 
regulatory  measure,    such  as    the  International  Banking 
Act  of  1977.      In  the  present  case,    the  Conralttee  Is 
debating  a  bill  and  various  amendments  which  can 
provide  fair  national  treatment  for  foreign  banks, 
encourage  competitive  entry  into  the  U.S.,    and  estab- 
lish in  the  U.S.   normal  protections  for  our  monetary 
system  and  those  citizens  who   transact  business  with 
foreign  banks.      These  measures  are  comparable  to  those 
Inpoaed  on  U.S.  banks  abroad  by  sovereign  governments 
mid  on  U.S.  banks  here  by  our  own  government. 

I  am  very  anxious  to  provide  any  assistance 
that  the  Board  of  Governors  can  offer  to' the  Conmlttee 
U  assist  in  your  further  deliberations  on  this  vital 
legislation. 

All  best  wishes. 


Stephen  S.  Gardner 
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(hwtloM  I  ma  9  ■ 

1,     Oould  rou  •labocata  tot  thm  baiMflt  oC  Um  [Tiiliiii— 1i  m 
on  tba  diatlnetlon  to  tn  wd*  bctwasn  a^tnclca  of  Cocalgn 
banka  and  pomra  noif  grantad  to  Cedatally  chsrtctMI  Hga  tot 
corporationa?    nia  follova  your  suggeatlon  on  paga  C  ilbt«b> 
In  4  Juagaant,  appaaca  to  ba  a  oanatiuctlva  ona. 

9.     On  paga  (  of  yonc  atataamt,  y«o  aoggaat  a  ■odicteatloa 
oC  tba  Inteiaute  piohlbltlonl  which  ooaU  bava  tba  afCaet 
of  caatrlctlng  cha  poMra  of  agvnciaa  in  ord«c  to  ■Inlat** 
tba  oaapatltlva  adrantaga  lAloh  tJiay  hava  viU)  ragard  to  D.B. 
banka  not  balng  abla  to  opaiica  in  Bora  eban  ona  atata.     OnU 
you  -daaciibc  Uie  piaicnt  povcti  of  agnclas  and  how  you  twofam 
to  laatrlct  tba*  undai  thla  cucraat  anggaatlon? 

>n— an     Botb  of  tbaaa  quaationa  ralata  to  tba  caapactlTa 

poaara  of  Uga  >ct  CorpocatlonB  and  ■geneiei  nt_to^itan  banfca  and  bar 
tb*  lattat  iKHiId  ba  taatdebad  ipider  tba  Board's  piopoaad  aManteant 


tagardlog  Boltlatata  aganelaa.     9ia  Board  baa  ptepoaad  that  aactlon 
5  of  fl.B.  7325  ba  lainlil  to  aobjaet  agaooUa  aatabllahad  outsida  of 
a  foiaign  bank'a  boaa  Stata  to  tba  aaiM  Jll^tattona  of  poMca  tbat  avptj 
to  Bdga  let  Corpocatlona   (Bactlon  )S(a)  ot  tba  Mdatal  Msana  Hot)i 
tba  aaanteant  wo<ild  only  atfaet  aganelaa  not  qualtfylng  fc  n^-- ^f^w.-.- 

Cbooartant  ifitb  it*  prcyoaal,  tba  Board  fnrnldiad  tba  Itiihiiii^tl  I 
■itb  appcopiiaba  laglalatlva  laaguaga  and  a  chart  briafly  oo^arlng 
-tba  pOMara  ot  foialgn  bank  agaaciaa  and  branobaa  to  tboaa  of  Hga  tat 
CMporatiooB.     ft  copy  of  tbaaa  ■atariala  la  appauJad  tor  tba  Subo^Blttaa'i 


baoncially,  aganciaa  ara  km  paralttad  to  angaga  In  any  bankii^ 
and  landing  actlvitlaa  gcantad  tbaa  by  tba  aararal  Stataa  tbat  panUt 
tbaaa  otfloaa.     Iba  aoat  oqNasa  ilanwUnator  dafinlag  aguwiaa  ondat 
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■  ««rloa»  BUM  Ian  la  ttat  thay  «r«  uMbla  to  aoMpt  dwoalu  trca 

■  fanaral  pobllo  and  at*  isMbla  to  angaga  In  tiuat  ponatai  aganelaa 

i(    bAMTBTt  ■■Intaln  credit  b»A^ne»;  fgt   Ui^jt   tojio  srrt  oMet  cgswpeci- 
namttm  —y  ganenlly  dtia  agalnat  thnie  balancaa  by  Mll^talaphonB 
cafala   toatruccion,  and  tn  aona  cisea  by  diiCC,  Hhlch  1«  tha  functional 
jjgalant  of  ■  chaeK,   for  tha  puipoac  of   tonafatcing  funds  to  third 
r«l«a  iB  aattlMant  of  a  ifida  varlaty  at  financial  and  eomrclal 
■naactlraa.     OhUi  ttw  cnly  thing  <■*•••;  »-■■■— .i.iy  jlg^ingulahaa  theae    \ 
laooaa  ttum  nonal  d^walta  In  a  whole aale/ea— pic lal  banking  context    1 
I   tbat  tha  depoait  talatlonahlp  iiu»Ti  JtlUf  ''"^  nrV'  *»  ln°l^a"t  to  I 

JMid*  trtm  tba  abova-notad  caatrietlona.  aganciaa  can  ganatally 
igaga  In  tha  «rpaa  of  vholaaala  banking  aotlvitiaa  pat>ittad  doaaatic 
■nkai  pclncipal  aaong  thaaa  hava  baan  ciMaaceial  and  Induatrial  loana, 
itaAanfe  loana  and  dqoaita,  and  landing  and  dapoait.  tcanaactlona  Involving 
M  puaat  bank  and  affillatad  InatitDtiooa. 

Ontet  tbt  ad(a  let  and  tba  Board'a  Xagulatlon  K,  Bdga  Act 
orpocattcna  can  angaja  in  tha  full  langa  of  Intarnatlonal  banking  and 
andlng  tianaacttooa  uaual  in  financing  in tacnat tonal  aemmim  In  tha 
kdtad  Stataa  Including  dapoait  faelUtiaai  loan,  ovardraft.  advanoa 
■'^W^inca  and  other  ciadlt  taellitlaai  coaMrcial  latteca  of  craditt 
Eonlgn  oollactloaai  purebaaa  and  aala  of  loiaign  axchangai  caaittanca 
ol  tnda  abioadi  and  euatody  of  aacurltlea  and  accaptanoai  tax  acoount 
ot  mtiBns  shioad.     Iba  principal  dlf  feianca  betoaan  an  aganoy  and 
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■d9a  Act  Oocporatlon  la  that  tba  latt«i  aay  not  aagafl*  !■>  XV  doaaatie 
eonarcial  tMnktng  actlvttUa  that  aca  not  dltactly  talatad  to  finaseing 
Intarnatlonal  trada  and  eoa«arca.     Foi  axaapla,  an  Blga  ftct  Cocporation 
cannot  Baka  ■  working  eagltal  loan  to  a  doaaatlc  t^octai  oc  aocapt 
doaaatle  dapoalca  In  oo^atltton  Hitb  looal  banking  ocganliatlcma. 

lasantlally>  than,  ondai  tba  ptopoaaJ  aiinitaa 
■atabllabad  in  tba  futata  oatalda  of  a  (otalgn  bank 'a  boaa  Stat*  « 


■  tbalr  aotlvlttaa  panlttad  undat  atata  lax  t 
talatad  to  financing  intarnatlonal  tcada  or  navaioa— tba  vaat  aajorlty 
of  tbalt  aaiatlng  ttanaaotlooa. 
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noKMED  ALSsmiisivi  TO  ncrioR  s  («)  or 

I.R.  73IS— IMPOSING  EDGE  ACT 
LmnKTIOHS  OM  FOTUHS  D(r>OF-SIAIE  UEHCIES* 


%tc:     nii*  proposed  •ICernative   Is  sutmltt*!!  In  li(U  at  aBcnAwnt 
■<nb«r  IS  In  th*  staff  docuaont  anClttad  Tioposcd  Anendnents  to 
'■K.  732S,  The  Inteinational  Banking  Act  oE  1977,*  that  it 
la   this  CoDpandlum. 
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1.     Paga  13,  strike  liMa  32  throogh  3S  and  paga  13  sttUa 

lines  1  through  13  and  inaact  in  liau  thacaot  tba  followingi 

'SOC.  S.     (a]     Bccept  as  provided  by  aubaaetian 
(b),    (1)  no  foreign  bank  miy  directly  or  indirectly 
opeiata  a  Federal  branch  of  aCienCy  outside  its  home 
State  unleas  the  State   Ib  one   in  which   It  could 
operate  ■  branch  or  agency  if   it  veie  a  national 
bank  located  In  its  honte  State)    (2)    no  foreign  bank 
■ay  directly  or  Indirectly  nperate  a  State  branch 
ootside   ite  home  State  unless   (A)    the  statute  laws 
of  the  State  in  which  such  branch  is  to  be  located 
specifically  authorize  a  State  bank  organized  under 
the  laiis  of  such  foreign  bank  s  home  state  to  aatablish 
or  operate  such  branch     by  language  to  that  «(fect 
and  not  jnerely  by   implication,   and   (B]    the  State 
branch   is  approved  by  the  bank   regulatory  authority 
of   the  State     n  which  such  branch  Is  to  be  located; 
(3)  no  foreign  bank  may  operate  a  State  agency 
outside   Its  honie  State  unless   (A)    the  State  agency 
is  approved  by  the  bank   regulatory  authority  of 
the  State   in  which  such  agency  is  to  be  located, 
and   (B|    the  State   agency   lir:iits   its  activities  to 
those  pernlsRible   for   a  Corporation  orgaoiiod  under 
section  IS(a)    of   the   Federal  Reserve  Aetj    |4)    no 
foreign  bank  or  company  of  which  It   la  a  eubaldlary 
nay  directly  or   Indirectly  acquire  any  voting  shares 
of.    Interest   in  or   substantially  all  of  the  assets 
of   a  coTr:Tiercial  lenJing  company  located  outside 
Of   its  hone  State   unless    (A)    the  acquisition  is 
approved  by  the  bank   cegulatocy  authority  of   the 
State   In  vAlch  such  cOiMiercial  lending  con«>any  is 
to  be  located  and   (Bl    the  commercial  lending  coi^any 
limits   its  activities   to  those  permissible  for  a 
Corporation  organized  under   section  lS(a)   of  the 
Federal  Reserve  Act;   and   (5)   no  foreign  bank  may 
directly  or   indirectly  acquire  any  voting  shares 
of,    interest  in  Or   substantially  all  of  the  assets 
of  a  bank   located  outside  of   its  hoir«  State  unless 
such  acquisition  vould  be  parnissible  under  section 
3  of   the  Zi-.-i  HolJir.;  Ccrpsnv  Act  cf  1355   if   t.'.« 

ere  principally  conducted 
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Pcplanotltitii  nis  Kcomended  ■aendmnt  to  section  5(a)  of 
8.B.  733S  aakea  Mo  ■ubsUativt  clungait  «■  w*ll  '■  certain  technical 
dian9«s.  rictt>  It  would  permit  agencits  and  cowaeccial  Itndincp  company 
(ubsidiacict  oC  foreign  banks  to  be  citabltshed  in  the  future  outside 
at  a  foreign  bank**  hcaw  State,  so  long  aa  these  oEflcea  ccatttcted 
thelc  opsiationa  to  tboaa  International  banking  activities  perntssible 
foi  Bdqe  Act  COTpocaCions.      k  chart  conpacing   the  powers  of  Edge  Act 


Corporations  to  thoso  o£  agencies  and  bra 
Second,  irtiile   the  HcFadden  hct  test  has  b 
and  agencies,   it  has  been  deleted  for  State  bi 
■  foriign  bank  would  be  able  to  astablith 
ICi  hoae  State  ll_  a  State  bank  in  its  home  Sti 
u  of  flee.     Tliiiai   if  reciprocal  branching  leg: 
tw  States,   foreign  banks  could  benefit  f 
a.     Page  13.  strike  the  period 


of   foreign  banks   la  attached, 
ttained  tor  federal  branches 
ranches.     Under  the  anendment, 
late  branch  out  aide  oC 

could  establish  such 
slatlon  war*  passed  between 
mch  change  in  State  laus. 

0  and  add   the   folloving 


'and  say  continue  to  engage   in 

SUte   law.- 

Btplanationi      Tills 
^Soicies  and  comecclal  lending  eonipsny  subsldlariei 
'""Id  be  pernittcd  to  engage  in  all  activities  peri 


!S  under 

tar  that  grandfather 
oE  foreign  banks 
isible  under  State 
.-ititisrs  to  S>» 


Wlied  on  future  agencies  and'c 
"m  BwndMnt. 


1   lending  eonpanles  und 
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Tout  coMMnt  en  paga  t  ocxtcacnlng  tbi 

prOTlBlons  of  Section  a  of  tba  bin, 
I  4UBi  o(  coucaa,   aware  of 
to  Oils  controversy,   at  you  knot 
of  the  Sees-Muiphy-Hoss  aaanteac 
of  vU«i   I  can  underatand  your  i 
youC  suggeHtloni    then  t  feel  we 
bow  the  Board  would  propose  to  \ 
Uk*  tTp*  of  j&ijges  that  the  Boei 
orec  tlae.*     During  the  hearlngi 
tb*  poaalbtlicy  of  ahaclng  the  CBSpci 
of  aecuritiei  affiliate  qcaniti 
SecutltlflB  Exchange  Cooaiaclan. 
the  heatings,  a  written  respnni 
Board  of  " 


a»»ultUi  affilUt* 

:  find  disappointing 

ind  the  Souse  Apoke 
last  year  by  its  defeat 
■  From  a  practical  point 
asoning  but  ahould  we  ooneUei 
LIl  need  lure  testimony  concerning 
s  its  diicretlon  to  control 
contemplates  "nlgtit  arise 

■""  recall  "e  diacuaewl 


r   [or  t 


a  the  Bank  Balding  Co^iany  Act  waa  aaeod 


ti  tha 


I  In 


g  ooiVaiileai   Congia 


penunantly  gcand- 
befote  June  30.   1I6«. 
:d  could  tacBlnata 


1970  to  com  •ne  bank  holding  c 

Ittbarcd  all  aonbanklng  tyeiatlona  c 

Ike  Congcaaa,  howerec.  alao  piorldad  that  tba  Boacd 

■acta  autboilty  to  engage  In  giandfatbeiad  actlvltla 

kiiing  due  regard  to  tbe  puipoeaa  of  the  Act, 

MceaMry  to  prevent  undue  cxmcenttation  of  ce 

Walr  coapatltlon.   conflicta  of  Inuraet  et  unsound  banking  ptactioaB>-' 

It  baa  bewi  re:  '  ii  I'nded  by  tbe  Board  tbat  all  peraanently  grUMUatharad 

ubBiklng  operations  of  foreign  banks  under  B.R.   7325.   including  accurltlaa 

•fflliates,  be  subject  to  auch  discretionary  review.     In  the  easa  of 

Mcuritlaa  atflliatea.   tba  Board  bas  recoaoendad  this  procedure  in  Ilea 

M  the  exlating  provialona  of  B.R.   7325  which  affectively  limit  grandfathering 

tiU  I»S. 


V  In  the  cete  of  bank  holding  ceq^niaa  controlling  banks  with  aaseta 
In  eiceas  of  $G0  nilllon,  the  Board  was  further  required  to  conduct 
■»eti  a  qcandfacher   review  within  two  years  froa  the  date  of  enactawnt 
at  the  aaendnentB  or  fiosi  the  date  on  which  bank  assets  exceeded  $60 
■Ullon,  whichever  waa  later. 
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In    V  tftimeny.     I  lUMd  that  this  aatboriQr  oould 
b*  iM«d  to  oorrccC.  uv  abUMi  that  «i«bt  arin  ^rar  tlaat  t 
fucthai  atatad  such  gimdfatlMcing  aould  pacalt  thaaa  atfillatas  ca 
opaiata  'In  aaaaatlallr  tba  aaaa  font  and  calatlva  alta  aa  at  praaant*. 
t  dboma  tbaaa  vDrda  oacafully  to  indlcata  that  tb«  BMCd  aaw 
(0  Umdlata  ptoblaaa  witli  grandtatbaclnq  dua  to  tba  calattva  aiaa 
and  livoctanoa  of  tbaaa  aettliataa  In  ouc  dcaaatlc  aoonaqr.     If  tba 
grandfattictad  afflllataa — thtougti.  Eor  aaavla,  al^nlflcant  capital 
conUibutlons  Eiea  thatc  tocatgn  bank  paccnts — becant  aaons  ouc  lacgaat 
•acutitiaa  conevrna,   aiKti  •  dwa Infant  ooold  hara  vaiy  aarlooa  tapac- 
euaalona  COi  fair  oo^acitlon  In  both  tha  invaataant  and  coaaaTcial 
banking  oo^unltlaa  and  foe  tha  cancan  tr  at  Ion  of  raaoureaa  Id  oar  fiaaneta] 
■ackata.     Ihoa,  ana  altuatlon  that  alght  atiaa  and  that  «oaU  call  toe 
ravlaw  would  ba  a  algnlElcant  axpanalon  of  tba  al«a  and  iMpoctanca  of 
tbaaa  attiliataa.     It  nhouia  be  notgd,   however,  that  ■-«.     TM5,  ana 
a«  aaandad  tv  tba  Board,  would  not  gUe  Eocaiqn  banka  with  grandfatharad 
aacucltlaa  affillataa  tha  authocity  to  axpand  tuitbar  br  tba  aofulaltlon 
of  a  going  coMtarn— l.a..  NarrtU  Lmeh^-ratbac  thar  would  ba  llaitad 
only  to  aapandlng  da  notro- 

■aide  Croa  probleaa  that  alght  ba  cauaad  by  a  altnltleant 
aapanaion  In  tba  atso  and  buatneas  of  aueb  affillataa,  tbara  aca  aavaral 
abnaaa  to  iitilcb  tha  OUaa-Staagall  «et  and  Bank  Boidlng  Oapany  mt 
aia  addcaaaad  that  could  poaalbly  ailaa  haca  batwaan  D.S.   offlcaa  of 
foralgn  banka  and  thalc  U.S.  aecuritlaa  atfiltataa.     Pollowlng  aro  acMa 
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a^laai     iinaniirMl  loam  to  sueii  afElU«t«a  or  to  a 
<•  baiog  OBdannlttan.  cold  oi  diatcibntad  br  auoli  aftiltataii  loaa 
public  ooofldaaca  Id  tbt  U-t.  banking  opacatloo*  at  •  tocal^  bank 
•  to  tha  taiUra  oE  tt*  V.S.  aaciaiitUa  afCllUtai  and  antlcoopatitlv* 
li>9  of  ooaaatclal  banking  and  Inraataant  banking  aaivloea.     Ihaaa 
paa  of  abuaaa  or  piaetlcaa.  Mblcb  «a  aaat  atraaa  «a  bava  no  raaion 
I  b«ll«Ta  ara  nov  ooouTringi  could  b*  aocovarad  tbroogh  tha  bank  axaatnaClon 
d  BiqiarTlaory  piocaaa  and,  undac  B.R.  7135,  tha  Board  could  uaa  Ita 
itboiity  to  tatainata  qrutdfathar  authoilty  If  najor  abuaaa  ahould 
xur  or  to  taka  caaae  and  daalat  action  to  siavent  other  abuaaa  Croa 
Mlalatiag.     It  abould  ba  notad  that  tba  Board  and  othar  banking  agancias 
•T*  incraaaingly  aade  use  of  ceasa  and  dealst  authority  to  daal  with 
'lolatlooa  of  law  and  unaound  banking  practicea. 

Tout  Buggaatlon  ooncerning  a  aharlng  of  raiponaibillty  batvaan 
Uh  Board  and  SBC  tor  dlBCieCionary  ravlaw  of  tha  giandCathacad  opatatlona 
Mwcurltlaa  ■ffillata*  of  focalgn  banks    aould  ba  achieved  If  tba 
kiid'a  racn—tndatlona  for  aaandBant  ot  Section  ■  ot  the  bill  are 
>tVted.     The  SEC  already  baa  aupacrtaory  and  regulatory  authority  over 
tkt  opecatlona  of  thaae  dome s C lea lly -chattered  aacurltiea  aftlllatea 
M  thui  H>uid  be  equipped  to  deal  both  nov  and  In  the  future  Hlth  any 
Ncacittas  law  probleaa  that  alght  arlie  with  thaaa  affUlaCaa.      The 
W  la  oar  preeent  regulatory  atcuctuie  ia  on  tha  bank  regulatory  aide 
"^  It  U  that  gap  that  would  ba  tilled  by  Section  S  of  the  bill,   aince 
ItmiU  give  tbe  Board  the  authority  to  teralnata  a  foreign  bank'a 
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•eeilUtlon  with  a  dMnatic  Mourlciaa  coocarn  It  it  IMI  to  MboMa 
protilbltad  by   tJw  CongraBS   in   tha  Bank   Balding  OOipany  Act— an  ilct  atilc* 
Congceaa  baa  dlcacted  tha  Boaid  to  •nfoica.     In  thla  cmgati,   tn  aKarclalag 
ita  pcofioaad  [arlew  authocltr  ovai  toralgn  banka  and  thait  aacutitlaa 
affillatcB.  tba  Board  wrald  conault  with  tha  BBC  In  ocdar  to  banaCIt 
froi  any  tiifoiBatlon  ot  vlawa  tha  ttC  atght  hava  tbat  muU  ba  talavant 
to  the  taauaa  that  Buat  ba  eonaldarad  by  tha  Board  nndar  tba  giandtatbat 
cavUw  atandarda  ot  tba  Bank  Holding  Coapany  Act. 
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(fei  paga  3,  yon  IndicBtad  that  Bany  ballavad  Eocalga  banka 
to  b«  hlglily  apecUHiad  InatitutlonB  oparatlng  only   In  part 
and  gateway  eltUs  ana  then  asserted  that  cba  poaltlon  na 

eiioncaus  In  v1«h  oI  ^xtciordinary  axpanalon  of  thaaa  banka 
in  the  cootelt  of  Ot»  development  of  ■ultl-naelooal  banking.* 
QmiU  you  alabocat*  on  youi  rebuttal  arguaantT 

tawatt      t^  rn—int  about  th*  diipailty  batHMn  tha 
lonal  vlaw  of  Eocaign  banka'  actlvitlea  in  poet  and  gatavar 
I  and  the  caalltiea  of  aultlnational  banking  actlvltiaa  today  was 
agoB  th*  changad  character  of  Kiltlnational  banking  ovac  the  paat 
IBT*.     Initially,  foreign  banka  apaclalliad  in  pioridlng  trad* 
>lng.  largely  foe  cuatoaeia  of  their  parent  bank  ocganiiation. 
radnally  over  tiae,  aa  the  focaign  banka'  contacta  lvco*ad,   thetc 
iSqt  of  U.S.   tliuuiclal  wiketa  expanded,  the  cppoctunittea  pcaaentad 
I.  doaiBtlc  credit  Barketa  bacaae  apparent,  and  the  foreign  banka 
mad  their  range  of  aervlcea  offered.     The  foreign  banka  began 
vet*  (OE  doaeatlc  uu^ircial  and  industrial  Loana  and  to  offer 
■Ma  banking  aerelcea. 

la  aoa*  inatancea,   foreign  banka  haea  eean  been  able  to  eoMpate 
Maatic  banka  in  retail  banking  aarketa,   traditionally  the  aoat 
-alt  credit  aarket  for  >  neMcoaer,  particularly  a  foreign  bank, 
^ta  with  eatabllahed  local  banka.     Barclaya  in  Nav  Tork  and  California, 
«B-Jla*rlcan  In  Ntv  Tork  and  Uoyda  and  Bank  of  nikyo  arc  the  Boat 
■  eaavlea  of  foreign  banka  uhlch  have  eatabllahed  or  acquired 
lovatitive  retail  banking  networks  in  thia  country. 
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Vtuctgn  bank*  aza  atlll  haavlly  angagad  in  tcada  (inaaclng, 
both  foe  trada  originating  In  thalz  mm  country  and  tba  Inoiaaatagly 
li^itant  aarkat  foi  tliitd-country  financing.     Many  aBallac  and  n«««c 
tocalgn  banka  contlnua  to  caly  haavlly  oo  tiada  financing  foi  a  aajor 
pact  of  thaii  bualnaaa.     But  Incraaalngly  aitltlnatlonal  banking  baa 
b«eo«a  a  highly  coapatitlva  buainaw  In  which  banka  tiam  all  countcta* 
oftaz  tba  full  Q>actruB  ot  thali  banking  aarvicaa  to  cuatoaara  In  all 
■ajoc  cltiaa  throughout  tba  world.     Ihaaa  boslnasa  (^poctunltlaa  bava 
bean  anbanead  by  tba  deTalopnant  ot  niltinatlonal  Ilraa  with  Bannfactuclng 
and  aalaa  facllltlaa  throughout  the  aorld.      Such  aajor  flroa  raly  on 
gcoupa  ot  bonka,   foialgn  and  doaeatlci    to  prorida  mrking  capital  loasa> 
tan  loans,  plant  financing  and  sany  banking  aaivlcaa  that  aca  not  apacltlo 
tcada-calatad.     Ibcaign  bank  officaa  in  tha  D.S.  aia  incraaalngly.  angagad 
in  aU.  typaa  ot  banking  bualnaaa  for  doaaatic  and  mltlnational  fltaa. 

Milla  tba  new  aggreaalva  conduct  of  aultlnatlonal  banking 
today  baa  proBotad  a  healthy  envlconaant  ot  Intecnattonal  banking  oo^atttli 
It  haa  concomitantly  tpuciad  banking  authocittaa  eTecywhaca  to  be  Boca 
■atchful  of  the  conaaquencaa  for  thtlc  doaaatlc  financial  institutiooa 
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CtvMi  Clw  atatUttcal  arldcan  •< 
troB  appEoxlutElr  $7  billion  In  font 
Chan  $76  billion  cnrTeBCly,  coold  yon 
whether  you   feel   thii   trend  will  contl 
TMf  bt*c  eitiosce  of  clw  total 


Cnltad  SCatai 


■■l>bMlied  !□ 
today.     Would 

-coiulderabLe  -d: 
propoaad 


hand  iriilch  ha*  wmtn  «i 

rn  aaaeci   in  196!   to 

rantuia  an  opinion  ai 
luc;  aod  IE  ■□,  vhaC 
of  foialgn 


Cba  end  of   the  otzc   tan-yeai  period? 


I  puipoac   the 
[  fa«l  DMda  to  ba 
exIaClng 


if  thli  bill  do*«  (tot  have  ai 
:  of  foreign  lavaataeat 
view  of  Che  misunderstandings  c 
you  aara*  «lth  tbta  cooMiit;  and  it  ao,  could 

hov  Che  Fed  vould  propoae   to  exerelie  Che 
tlan  granted  to  It  ahould  tha  bill  with 
ba  adoptad? 


Lebearcadly  iupport  your  itaceotat  that  tha 
ided  to  discourage  foralgn  InvaiCneBt.     On  the 
Che  prtnrlBlona  of  the  iQCeraatlonal  Banking  Act 
loDgaCandlng  U.S.   goremnent  policy  of  eocouraglng 
would  encourage   foreign  banki 
luting  Chem  of  a  nelcone,  by 


propoied  bill  la  HOC  latt 

conlraly,  «■  believe  tlul 

at  conaiatent  with  the 

toitlgn  imreatBBDt  In  this  country. 

U  conttnue  coterlog   Che  United  Statt 

luruteeing  certainty  of  regulaCor;  Creataent  In  planning  thelT  aetlvlclaa, 

•od  by  eatabllahlng  a  fair  and  reaionable  framework  wlchla  tAlch  they  may 

conduct  tbelr  operaclona.      The  AcC'a  Guideline!  clearly  ipcllout  theae 

<*J<cclie(  by  (tatlng  chat  the  purpoa*  of  the  Act  la  to  "achieve  a  parity 

"i  tieiDaeat"  betveeo  foreign  attd  dooeitlc  banka. 

The  purpoae  of  tha  dlacrettonary  poweri  given  to  the  Federal 
^ftnt  lo  tha  pTopoiad  ameodasnca  Is  to  eoaurc  that  fair  and  equal 
°utBnC  I*  afforded  foreign  bsnka  in  the  U.S.  banking  atructuce.  The 
""Kit  aaosltlve  oresa  which  we  feel  require  dlscTctlooary  authority 
■"  Uit  treatment  of  foreign-owned  aecurtty  affiliates  and  ralatlonshlpa 
'ctntiD.S.  offices  of  foreign  banks  and  nonbanklag  afflltataa  of  the 
"•  toteltn  bank. 
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tb*  Federal  B«(«Tve  has  no  evldcoca  that  ttu  praaant  activlttaa 
of  fniclgn  banka'   U.S.   aacurlcla*  aftillataa  ara  harmful  to  our  financial 
loduatiy.      If  Chla  were  not   Che  caaa,  ve  vould  not  have  vlsoroaalj  cupportad 
prmrlilona  to  pcnaanently  grandfachar  cheaa  luatlcutlona.     Ha  ara  not  avar* 
of  any  Inappropriate   tCBaaactlona  bcCveen  U.S.    foreign  banking  affiliate! 
■nd  U.S.  officea  of  noiftanklDg  aubaldlarlaa  of  the  aaia  parent  organixa- 
tlon.      In  both  areai,    there  la  almya  a  potential  for  future  InfrlogeBent 
of  U.S.  banking  regulatlona,  and  we  thacafore   faal  It   ta  wlaa  and  approprtata 
to  monitor  auch  actlTltlea. 

To  atteiqit   Co  forecait   che  exact  nature  of  the  actlvlttei  of 
foreign  InitttutlonB  which  night  poie  a  threat  to   Che  atablllty,   can^wti- 
tlvenaaa  or  viability  of  U.S.    fioancisl  marfceCi   la  the  concaxc  of  the 
rapidly  changing   financial  Envtronnent  of  recent  yeara   ta  a  practical 
laipoialbllity.      And,  cona  la  tent  with  tbla  uucrtalnty  about  cventa ,    it 
li  alao  ii^oaaibla  to  outline  now  all  the   typea  of  naaaurea  which  may  be 
needed  to   implement  the  Board's  discretionary  powera.      However,    In 
Section  SCe)  of  the   ISA,    the  Congreia  has  annumerated  the  conditions  which 
Che  Board  ie   to  prevent  through  exercise  of  its  dlscretiooary  powers. 
Further  Che  proposed  anendmenta  provide  the  authority  Co  deal  with  future 
alcuatlons  and  ensures   Chat  the  Board  will  have   Che  flexibility  to   laplaaenC 
the  Congreaaes  mandate. 

Aa  you  noted,   the  growth  of  foreign  banks'   assets  in  the  U.S. 
over  the  past  decade  haa  been  extraordinary.      As  Indicated  in  Appendix  II, 
in  recent  yeara,    Chey  have   increaaed  at  a  rate  more  than  four  timea   faster 
than  comparable  domestic  bank  aaseta.      Uhlle   I  hesitate   Co  extrapolate 


,,Google 


tUa  cxand.  It  mm*  llhaly  ckaC  CImjf  olll  coatlaw  to  IneruM  ttelx 
Aara  of  a  (TO«la(  U.S.  flaaoclal  aarkat  as  otbar  foralfn  InvaitBaoti 
ilaa  la  tba  D.8.  and  aa  aara  foralta  baaka  co^  hara.  Th*  undarlying 
naaona  tor  dila  %tauth,  tba  atablllej  and  ilsa  of  our  aconoajr,  aad  tba 
•M  of  tha  dollai  aa  the  vorld'a  praatar  tradbis  eurraacy  ava  naltkalr 
U  changa.  I  mold  nac  ba  auiprlsad  If  foraltn  bank  aaaata  bara  aara  to 
looble  In  tha  naxt  dacada.  I  would  ba  -vtij  ampriiad  If  thay  did  not 
iaataaaa  at  Chla  or  a  faatar  paca. 
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Of  tti«  94  foraign  banka  to  vhich  you  aaka  tafacaoea  oa  pat* 
3  of  youc  ataCaownti  hew  Minir  of  thosa  banks  hava  aaaaU  in 
•xoaaa  of  tl  billion? 

Unaiwri  Jwallable  atatlatlea  litdlcatc  that  M  of  tba  M  at 

ant  of  tha  tocalgn  banka  opaiating  O.S.  banking  CaCiiltlaa  ba«a 

a  aaaata  In  axcMas  of  tl  billion. 
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n*  InaoTMoa  pro*ti^o«>  aC  tbti  bill  appMC  to  b*  tha  aoct 
dltdeult  to  adjuat  In  Mcbb  of  tlw  vailoua  aunastlona  irttlob 
b«v«  bam  Bate.     Ihay  ara  alao,   I  think,  parbapa  tba  aoat 

slqntficant   Lti  tacaa  of  public  policy.      I  vould  Ilka  to  aak 
you  to  dlacusB  tha  poaalblllty  that  tha  Inaacanoa  of  toiaifn 
bank!  night  mpose  tha  fund  to  undu*  rl»k.     even  It  tha  tlllt 
ia  Boti   In  ymr  Tlaw,  nnnaeaaaarlly  gcaat,   |t  does  app«ac 
that  thaia  aca  rUka  in  addition  to  thoM  which  [elate  to 
domaaclc  banka       [  WDUld  also  likie  yon  to  dlscuaa  the  Lac^ac 
tsBue  Hhlch  relates  to  tha  question  ot  deposit  Inijranca  (or 
ovetieas  bcanchea  of  B  ».  bank*.     To  irtiat  exwnt  Iiave  tha 
Inteinstlonal  banking  opeiatlona  O'f  O.S    banlii  unilemined 
tha  satequarai  o(  depoa  t  InsuraficeT    Could  you  auppXy  toe 
tba  cecard  aoBe  Indication  of  the  proportion  of  llabllltlaa 
of  tba  larfaat  U.S.  aalti-national  baoka  which  aia  Inautad? 

fciawi     ttft*  ata  laally  tm>  pacta  Co  tbia  quaatlon.     rtiati 

Mut  ar«  tha  riaka  involvad  to  tba  IDIC  fund  In  Inwjcing  dapoalts  at 

V.s.  branctea  of  Cocaign  bank*,     tad,  tacondi  doaa  tba  anpanaion  of 

1  banking  activielaa  of  n.S.  banka  poM  significant 

a  ntC  land. 

In  anawat  to  the  fiiat  pact  ot  tha  quaatlon.  «•  baliava  that 

tha  roK  In  aufaadaalon*  to  Uie  Bnho 

Uatlaony  has  fully  Identltiad  the  cange  ot  c 

to  Inaurlng  dapoalt*  at  V.S.  branchaa  ot 

aat  fOctJi  In  thalc  altecnativa  pcopoaal, 

tm  lapoitant  pome*  inolodad  in  that  pcopoaa 

given  the  authoclty  to  Jaf Ine  what  d 

to  ba   inaurad.      Ttiii  aikaa  elaac  that  tha  IDIC  la  not  Insuring  oracaaaa 

opacationa~a  quaatton  c«l*«d  by  Congiaa^n  Rouasalot  at  tha  haactnqa. 


[Iska  that 


llMlt   t 


dgpoalta 


Iha  TDK,  as 
ciak  thcough 
tba  FDIC  ia 


HDcaorac.   tba  FDIC  can  Halt 


a  necasBacy  by  Insuclng 
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only  thoa*  doatatlo  daposlU  Hhlcb  thay  dafln*  aa  aiioh>  ■acondt  aod 
■oat  lapoitanti  tha  niC  la  gtivn  tha  suthocity  ba   laquira  a  pladga 
of  aaaat*  oc  aucatr  bond  to  tuithar  piotact  tha  fdic  Ennd  againat  Uta 
untqoa  claka  attaching  to  Inaurlng  dai»alta  at  a  D.8.  oECtoa  ot   a  foralga 
InatltatlcMi  tilioaa  pclaary  aaaata  and  aanai— mt  ua  loeatad  abroad. 
Ttana.  tha  ntlC  would  bava  an  aflactlva  aaana  of  aaaniiitg  that.  IE  any 
paraanta  to  dapoaltoca  aca  raquicadt  tbaca  would  ba  auftlolant  asaata 
In  tha  U.S.  to  protaot  Ita  fund. 

ID  anamt  to  tba  aaoond  patt  oC  your  quaatlaaif  I  want  to 
aaphaatia  that  dapoait  inanianoa'  waa  anactad  In  thla  country  to  pcotact 
tba  aaatl  dapoaltoc  and  awill  aavac  team  tha  conaaquanoaa  oE  bank  Ealluta 
and  in  thla  way  to  laaaan  tba  haidablpa  ot  bank  falluraa  on  our  local 
aeaauaitUa  and  aconealaa.  Congcaaa  did  not  daolda  to  Eully  ptotact 
all  dapoaltoca  in  tnautad  bank*  and,  in  partlculaci  did  not.  In  oui 
oplnloni  piovlda  Inauianca  on  dapoaita  payabla  only  outalda  tba  V.8. 
at  tocaign  bisnchas.  Tha  pcotactlon  of  ovaiaaaa  depoaltoia  la  tha  cMpooalt 
of  tha  authorltiaa  In  tba  oonntclaa  in  which  tboaa  branehea  at*  loeatad. 

Mr  tfaoaa  dapoaltoca  in  tba  onltad  Stataa  whoae  bank  acoounta 
ara  fully  Inaurad,  tha  davelopaant  of  intainatlonal  banking  opacatlona 
hy  0.3.  banka  haa  not  aftactad  tba  aataguacda  pcovidad  thaa  by  niC 
Inaucanoa.  tot   tba  idic>  on   tha  othac  handi  tba  davalopaant  of  IntarnatlOBi 
banking  opacationa  in  Inaurad  banka  haa  added  anothac  diaanaioa  to  Ita 
caaponaibllltiaa.  Hhila  tboaa  oparationa  add  aoaa  dlffarant  kinds  oE 
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rlBk  CO  tbos«  alraady  prasant  In  doaaatle  oparatlona.  at  tlM  aaa*  tiaai 
foralgn  opecatlona  add  to  tba  dlvacalfleatlon  ol  bank  aaaeta.     Bn 
nldaiKM  to  data  aupporta  the  concluaton  that  tntarnat tonal  opecatlona 
of  U.S.  bonha  have  not  vaakanad  tha  ayatia  of  dapoait  inaoranca  «a  hara 
In  tbia  countiy  aoi  ita  ability  to  acbiava  tha  public  ob}activaa  toi 
Mileh  it  oaa  ast^llabad. 

Ihe  tabla  beloK  ptovldaa  data  on  tha  percantagc  of  total 

dapoalta  irttioh  mca  aada  at  donaatlc  officaa  toe  a  niariiec  of  tba  lacgaat 

D.S.      aaltinattonal  banka. 


BankMwi  lea  Coipoiation 

Citicorp 

Cbaaa  Nanbattan  Coiporatlon 

Hannfactucaia  Banovai  Corporation 

J.   P.  MDigaii  Ca^>anr>    loOOIporatad 

CbeBleal  aew  lock  Cocporation 

Continantal  Illtnola  Coipoiation 

Steia  f  igucaa  pcovida  an 
In  thai*  banka  on  wfalcb  deposit  Inauianca  piealuaa  ara  paid.     Ihay  do 
But  rapiaaant  tJie  pareantaga  of  total  dapoaita  which  ai«  inauiad  in 
ttaH  banka,  alnca  individual  dapoaita  aia  inaucad  only  up  to  tha  tlcat 
MO.DOO  and  Kiat  public  funds  ■»  Inaurad  up  to  tlOO.OOO.      niui  the 
■cbiti  Insured  dapoaita  muld  be  leae.     Data  ataoutng  the  saount  of 


« 

Pec  cent  of  tota 
-0.8.  of 

depoaits  et 
leea 

I 

3 

5 
6 

6 

n  indication  of  th 

ptcpoctlon  of 
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imai«d  doaistic  dipoaita  by  bank  ■[•  not  availBbl*  to  ii(.     Mo—wr, 
tb«  IDIC  [apoctad  that  tor  19TS,  6*  pat  cant  ol  all  doaaatlc  dapoalta 
■•ca  Inaurad.     Thl*  paicantava  Of  Uiaiuad  dapoalta  1*  pcotiably  tvm 
IcHMc  Id  tba  banka  liatad  alnca  vholaaala  banking  and  lacga  account 
boldaca  account  foe  >  calatLvaly  gcaatac  ahara  of  buainaaa  at  lacga 
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Govamor  Gardsrc,  on  pa|B  3  of  your  autaaMic,  jtdb  not*  that 
"Tbe  KTOvtli  of  thl*  InteTruClonat  financial  cd^dICj  la  taatlns 
tba  Mlulacory  friaevoTk  md  aMMtazr  ayatam  In  maaj  othar 

ling  Inn   In  four  ocbcr  couDtrtaa  ara 
K  of  tha  pEoblaia  ratulclos  fma  tha 
ttaioa  of  miltlaatlonal  banking. 


CooM  jrou  daacrlba 
carna  e^odlad  In  1 
An—ar:     In  Jtufuat 


>f  thole  rarlaiona  and  IndlcaM  nhaCbcr 
of  thoaa  countrlaa  ara  alBllar  to  cba  coo- 
ila  blllT 


a  Hhtte  Papac  waa  publlabad  In  Canada 
coiuIbIi^  propoaali  foT  Cb*  dacannial  lartilon  of  the  Bank  Act.     Imaat 
EboM  propoaala  «aa  on*  ahtch  amid  alio*  foialxn  banka  Co  conduct  dapoalt- 
tuUii(  acctvltica  tn  Canada,  aoaathlng  vhieh  fotalsD  banka  cannot  praaancly 
^.    Such  actlTiClaa  vould  ba  aubjact  to  carcaln  llaltatlooa,     Ona  of  Om 
bctoii  undarlyint  tbla  propoaal  vaa  tb«  (Towth  In  near-banking  actlvltlaa 
^  U.S.   and  other  foreign  benka   In  raeant  raata   through  Canadian  aub- 
■Ulatlaa.     tbeae  aubaldlailaa  have  angagadlna  btoad  variety  of  flnaoclng 
aetlTltlaa,   funded  through  the  Canadian  «oney  narkat,  but  bay  not  baen 
•abjact  to  banking  ragulatlona.     Under  the  propoaali,  theae  aobildlartai 
would  b«  converted  to  lleaniid  banki  that  aauld  ba  lubJacC  to  tha  laae 
banking  regulation*  aa  doaaatlc  Canadian  banka. 

A  Uhite  Paper  vaa  alao  publlabad  in  tha  United  Elogdoa  In 
Angnat  1976,  vhleh  would  provide  a  itatutory  baili   lor  bank  regulation 
la  Chat  country.     Ihe  United  Klngdoa  hii  nat  had  a  ipaclflc  banking  Inr 
(overaiDg  Ch*  entry  and  oparatloni  of  banking   inatltutlona .      tn  recant 
yeara,  probleaa  have  bean  encountered  with  the  catibllthaant  of  co^anlei 
■hicb  called  dtiielvaa  bank*,  ot  bankara,  and  accepted  fundi  froa  tha 
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public  Klthout  belni  rapilatad  In  an;  neanlnsAil  way.     Many  of  diss* 
confuDlei  lure  goctCD  Into  ■•rioui  flnancinl  dlff Icultlaa.      Dadar  tba 
propoiati  contalneil  In  Che  Uhtcc  Paper,   all  InatltuClona  accaptlnt  dapoalca 
vould  hare  Co  be  llcanaad  and  only  aalactad  Inattcutlona  mnild  ba  allewad 
to  call  theiKBlvea  banka,      Anothct  of  the  propoiale  coataload  in  tha 

Nhlte  Paper  wai  a  i  n aa  iiiliC  rmi  for  a  depoalt  protection  fund  on 

aterllnji  depoitta;   the  depoalt  Inauiance  achene  vould  apply  to  acarllng 
dapoalta  in  branchea  of  foreign  banka  aa  well. 

In  both  Canada  and  tha  United  Ungdoa,   riitiiira  on  ttie  White 
Paper  propoiata  have  been  received  and  legialation  la  aotr  expected  to  be 
.   Introduced    into    cb*  reapectlve  Paclitiiienti  before  Che  end  of  Chn  jmrnx. 

In  Che  baoklng  law  enacted  by  Belgiun  and  the  one  in  the  final 
•Cagci  of  anacCoent   In  Che  Hetherlanda,    ic  ta  of  Intcreit  to  note  Chat 
ptoviiioa  «■(  made  to  allow  the  banking  authority  to  exchange  appropriate 
infoimacion  vith  foreign  beoklng  aupcrviaota,     Theae  provialooa  are,  of 
eouTae,  a  direct  outgrowth  of  the  development  of  nulcinational  banking 
opctatlona  and  Che  conaequent  ehariog  aiBong  netlona  of  reaponaibilley 
for   their  aupeiirlaloa. 
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On  pai*  S  of  jam  itaCaaiot,  you  dlacoai  a  propoiad  Fwteral 
leaerve  aKiidBe&t   l^oaing  raiirve  requlraacnu  on  lubitdlarici 
of  forelfn  bank*.     Tou  ars  no  doubt  avate  that  this  vlll  ba  a 
very  concroverital  UBendment  aod   chac   It  vIIl  be  criciclied  aa 
■  Tlolattoa  of  the  dual  banking  ayicm.     I  would  Ilk*  to  give 
you  aa  opportunity  to  explain  the  Federal  Reiarve'a  poaltton 
■ora  fully,      Aa  I  uadariCaiid  your  concani  It  related  to  tha 
fact  that  foraiga  banfca  In  the  U.S.  operate  their  office*  — 
tifaetbar  they  ba  lubaldlarlea,   aganciea  or  branchaa  —   to  ■(>■• 
extent  ai  a  unit.      It  li  poaalble  for  thca  to  ahlft  fund* 
between  theae  unlti  regardlaaa  of  their  fora  of  opetatlon  and 
to  U(C  the  oetwoik  aa  a  vey  of  nlnlDlElng  the  coat  of  reaarvea 
and  to  eaeape  regulation  and  ezaainatlon.      To  (oae  extent,   tbla 
li  occurring  with  reipcct  to  U.S.   baolu  aa  well  and  holding 
coHpaniea  in  which  only  one  of  asveral  banka   la  a  Federal  Keaecve 
■erfier.      Have  I  undaratood  your  concern  correctlyl     Would  you 
riiMiriir  further  an  Itl 


t,   the  Federal  Keaerve 
kbout  the  opcrationa  of  foreign  banka  In  the  Vnlted  Statae  bacaua*  they 
are    large  banks  conducting  large  operations  coBparable  in  every  way  to 
one   large  banks,  but  their  Bonctary  liabilitle*  are  not  lubjact   to 
reserve  cequiiaBents .     These  foreign  banka  happen  to  conduct  their 
buslneaa  through  several  organlutional  forms;  branches,  agencies,  and 
aubaldlaries,   largely  to  confom  to  or  take  advantage  of  different 
ptovlaiona  of  various  State  law*.    Alnast  all  of  the  aubsldiary  banks 
belong  to  an  orgsniiatlon  that  also  has  a  branch  or  agency  (31  out  of 
»  to  bt  pracise). 

Ihc*e  aubaidiarle*  iterate  tn  conjunction  with  the  branches 
n  tgenclea  with  asset*  and  funds  readily  ihlfted  asong  thea.      Eonc 
fncltn  banka  have  already  developed  network*  of  operations  In  this 
cnmtiy  using  all   three  organlutional  forma.     Cie  Bank  of  Tokyo  Is 
^  Hut  notable  example.     The  Baidi  of  Tokyo  operate*  a  ■ubaidiaiy  bank 
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and  an  aBCocy  In  Nav  Yorkj  aDDChei-  subildlaTy  bank  aod  an  agency  Id 
Callfamla;  a  blanch  each  In  Uaahlngcon  and  OTcgon;  an  Agraaaimt 
CocporaCton  In  Texas;  and  an  affiliate  in  Chicago.   At  th<  and  of 
laie  jrear,  cha  aasat*  of  thli  U.S.  otganltattoa  totalad  $12,5  blllloo. 
Of  chla  amount,  $4.5  billion  were  accounted  for  hy   ItJ  two  iinnaMtinr 
■ub*ldlai7  banki.  to  aubject  branchca  and  agendaa  to  aonatary  contlola 
but  CO  leava  out  aubitdiaTT  banka  would  be  a  larga  oalaaloD,  ■•  thl* 
•xaaple  llluacrataa.  The  aia*  and  sophtat teat  ion  of  the  foraign 
banking  tnatttutlona  here  and  the  coordination  aaong  their  varioua 
U.S.  offices  and  with  their  related  institutions  in  fonign  cnmtrie* 
clearly  affords  tha  an  ability  to  shift  business  aoong  their  D.S. 
offices  so  as  to  avoid  raserve  requircBsnts  irfiere  such  an  opportimlty 
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Tba  daM  which  Ua  Board  txgulailjr  provldaa  to  tha  Co^Blctaa 
OD  uaata  and  liablllclea  of  forclBH  banks  tndUacea  Chat  Chara 

of  Chen  office!  beCween  Karch  and  April  of  this  year.      AC 
other  tlaaa,    Cbera  hare  been  tncreaaea  In  their  aaaeca  of  about 
the  laae  size.     The  flow  of  funda   Into  and  out  of  the  U.S. 
rhT'igh  office*  of  forctsn  banlta  appeaia  to  be  vex?  aubatantlal. 
Ooea  Che  volatility  of  theLc  operatLoaa  conplLcace   the  conduce 
of  Bonetary  pollcyl      If  ao,  could  you  explain  why? 

Anaver:     The  aiie  and  character  of  Che  credit  and  deposit 

busloesa  of  foieign  banking  offfcei  In  tha  Unttad  5tata>  make   tc 

laportant  for  Che  effldenC  condiict  of  n.S.  ametary  policy  chac 

their  actlTltlea  be  lubjeec  Co  Federal  Raiarva  Ta|uIactona.    Acceai 

of   Cheie  foralgn-waed  banking  offices  to  funda  froa  domeiclc  and 

IntaiDattonal  financial  aarketa  glvea  them  the  capability  of  expaadtng 

Chclr  balance  iheeci  rapidly  vhca  dasindj   for  credit  rite,     rorelgn- 

omed  banking  offices,    like   Che   largaic  U.S.   banks,  have  a  substantial 

■liir*  of  their  asaets  in  U.S.   coonerclal  and   industrial   loans,   and 

Cfaey  have  increased   these  loans  rapidly  in  periods  of  sharply  rising 

buiioess  activity  in  this  country.      In  such  periods  uhen  monetary 

polity  is  directed  toward  DOderating  the  pace  of  business  expansion. 

It  aa  be  more  efficient  in  this  effort   if  Cb*  Bonecary  policy 

ceitrslnti  sic  applied  evenly  to  all  banking  Institutions. 

The  attached  chart  presenting  monthly  data  on  total  asaets 

of  locelgn  banking  facilities  reveals  some  sharp  month -Co-nonch  changes. 

1m  wch  Ii^>octance  should  not  be  aCcachcd  to  any  one  of  Chase  aa  a 

"Ut  nrttty  of  factors  can  lis  behlol   Ch^.     Among  these  factors  are 

•UKnilinfluences,  shifts  in  relative   lateiest  rates  leading  to 
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atblcragc  traiuiccloiis ,  and  fluecuatlons  Id  clearing  tranaaecloDi.     to 
the  extent  that  abrupt  ahlfca  In  theae  balanca  ahaeta  raflaec  tntar- 
natlonal  flows  of  fundi  dt  cha  aTbltTaglng  of  Incareat  Ta,tea  bctwacn 
U.S.   and  foreign  financial  marketa,    thc7  are  raotber  elaB«nE  to  be 
taken  Into  account  In  Ebe  dajr-co-day  conduct  of  moDetarr  poller,   •■■d 
iihsa  they  are  large  che<r  can  b«  a  conplicattng  factor. 

More  iaportuit.  Co  the  ImgeE-run  conduct  of  annetaiy  policy 
ate  Che  baatc    credit  and  depoalt  flwa  in  this  growing  and  Increaalnsly 
■ignlficanc  aaswnt  of  the  basking  ayst^.     It  la  nenTthaleaa  eleas-' 
chat  thcie  facUltlca,  through  cbelr  Ilnka  to  cha  other  aaJOT  flpaacUl 
marketa  through  their  patent*,  have  the  potential  to  effect  larg* 
intetnatlonal  abifca  of  fuitda  In  Che  (hort  run,  with  conaeqnent  etfacta 
on  noney  aunkeCa  and  ctedtc  conditions. 
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Bank  Same  lofl  Anet 

(olllllHU) 

Bank  of  Tokyo  Trust  Company*  2,Z4S 

CalLCornla  First  Bank*  2,214 

Lloyds  Bank  of  California*  1,475 

Bank  of  Hawaii  1,279 

Banco   Popular   de  Puerto  Rico  \ ,230 

i.;u 


(North  Ullkesboro,    North  Carolina) 

Jtaietlcan  Bank  and  Trust  Company  of  Pennsylvania  I.IBA 

Continental   Bank  1,178 
(Norrlstcwn,   Pennsylvania) 

c  Co.  1,169 

ArlEona  Sank  1.164 

Bank  Le<nl  Trust   Con^any  of  New  Yotk  *  1,111 

Wllnlngtoa  Trust  Company  1,129 

Fliac   Hawaiian  Bank  t.09« 

1.019 


*  Afflllatea  of  larga  foreign  banks. 
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Appendix  II 

The  acuched  table  compares  Che  grotftb  of  the  U.S.   activity 
of  foreign  banks,   the  grovth  of  the  U.S.  offices  of  the  large  banks 
riiieh  report  tieekly  to  the  Federal  Reserve,  lAlch  are  the  priiury 
ccBpetltors  of  the  U.S.  offices  of  foreign  banks,  and  the  growth  of 
the  assets  of  the  foreign  branches  of  U.S.  banks.     The  data  indicate 
clcarlj  that  the  asset*  of  the  U.S.   offices  of  foreign  banks  and 
foreign  branches  of  U.S.   bank«  have  in  recent  years  been  growing 
substantially  oore  rapidly  than  the  assets  at  dooestlc  offices  of 
the  weekly  reporting  banks. 
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1972 

bar 
1976 

Par  cant 

Jm»len  bank*  In  D.S 
Total  Aisets 
Uaa  due  fco  dlr. 

nlated  loitltut 

In  U.S. 

ctly 
ions 

Z«.6 
25.6 

75.8 
69.4 

171 

Total  Aaaats 

350.8 

469.4 

34 

1976   1977 


5.4    4.2 
53.6   62.0 


78.2  Z19.9 
11.5  46.6 
66.7  173.3 


1B9.4  223.0 
39.6  47.8 
149. S  175.2 
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■  □ARO  OP  GDVCRNORS 
FEDERAL  RESERVE  SYSTEM 


The  Honorable  Frank  Annunzlo 
House  of  Representatives 
Washington,   D.C.      20515 


I  an  enclosing  an  answer  to  your  question  about 
the  activities  of  domestic  and  Intcr-Scate  foreign  banks. 
I  hope  you  ulll  find  the  ansvers  uaeful. 

During  your  questioning  of  me,   I  tried  to  explain 
thAC  the  Board's  amendment  to  the  bill  covering  agencies 
would  not  diminish  the  opportunity  for  major  Industrial 
centers    to  attract  State-licensed  agencies  of  foreign  bonks. 
I   think   this  amendment  would  be  considered  fair  and  appro- 
priate by  competing  domestic  banks.      The  essence  of  the 
proposal,   as  you  know,   is  that  State-licensed  agencies 
could  be  established  In  many  State  locations  If  they 
engaged  In  International  banking  business.     That  means 
they  could  finance  trade  and  engage  In  loan  transactions 
and  accept  balances   from  O.S.    and   foreign  customers   pro- 
vided Chose  balances,   called  credit  balances,  were  directly 
related  to  the  international  transactions   they  handle  for 
foreign  and  domestic   customers.      These  powers    are   entirely 
similar  to  the  powers  now  grsnted  American- banks  under  the 
Mg*  Act. 

The  amendment  strikes  a.  fair  balsnce  and  conforms 
tbe  treatment  of  American  banks  in  the  U.S.  with  the  treat- 
snt  of  foreign  banks  here.  It  also  respects  the  right  of 
tb«  States   to  permit  entry  of  foreign  bank  agencies. 

If  there  is  sny  further  explanation  I  con  give 
TM  on  this  Important  matter,  I  would  be  nost  pleased,  as 
fou  know,   to  see  you  at  your  convenience. 

All  best  wishes. 
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QiMitlon  troa  OBi>ar*«i»»n  Unnumlo 

You  have  stated  that  H.R.   7335  ia  nacaaaary  to  provida  aquicCU* 
traataant  between  laini-qa  ownad  «nd  doaatlc  banka.      Ia  It 

not  true  ctiac  ouc  dcMestIc  bank  holding  eoapanlea,  thraogfa 
their   many  bank  and  norbjnk:  ■ubaidiaciaB  and  othar  t«clUtl«a. 

do  the  foreign-owned  banka  which  have  aatabllahed  biancbaaJ 

*nanaci     Ihc  proper  anawei  is  no.     Daieatie  bank  holding 

coapanies  are  only  pecnltted  to  conduct  nonbanklng  actlvltla*  accoa* 

Btatc  linear  principal  aiiong  these  have  been  coniuaac  flnanca.  aortgaga 

lending,   factoring,   and  leasing.     Bdge  Act  Corporations  aia  only  pandttad 

to  engage  in   intarnational  banking  activitlaa.      Ihua,  while   it  la  tea* 

that  doKstlc  bank*  through  afflliatad  bank  holding  coapanies  and  Uga 

Act  Cocpocatlona  oonduct  a  greater  range  and  volua*  of  aetivittaa  llii  iiiiglai 

the  D.S.   than  foreign  banka,    it  ia  currently  only  foreign  banka  and 

the  laall  group  of  doaastlc  banking  organliatiani  utileh  were  grandfathsrai 

In  1956  and  Hit  that  are  abla  to  conduct  a  aulttatate  banking  buainasa. 

It  should  be  further  noted  that,  exoapt  for  oaitaln  BK*  tot  proviataoa 

that  would  ba  oodlfiad  by  aactlon  3  of  B.R.   7335,  thare  la  eotrantly 

no  pcovlalon  of  federal  law  preventing  foreign  banka  fioa  bgylng  oaabankU 

coapanies  or  for  that  aatter,  froa  buying  any  ooapanlea  which  ilraaat  In 

bank  holding  coapanies  are  sicluded  fcoa  acquiring.     Ihua,  aacapt  foe 

the  Edge  Act,  foreign  banka  have  aaaantially  collate  freedoa  to  ooaOnot 

any  fora  of  activity — banking  or  nonbanking — on  a  aultl-Stata  baaia. 
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■  CUflb«dUlM 
asoMM  of  bprt**«taclvM 

BiMklaBtM.  D.C.      30915 


I  am  plMMd  to  ftgwKfc  ymi  m  wt  ^ 
m  ««UtM  IwpodM  t»  Qa  quMClM  TOtt  Mlw4  aC 
tta  kuxloB  OM  Jaly  12.     Z  bam  aUa  eanUab«4 
•  mrr  «t  this  rwpoiMa  M  CtiiUft  It  OtiMla 
Sw  iBBlMlflD  Sm  cIm  mc«c4  bC  am  tmmritm. 

rtmm  tot  m  tarn  U  I  mk  ta  «f  fcrtf 
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Queatlon  troa  Congteswian  fcll»n 


Bm  m 


5  doing  bu9 


n  th-  United  Stateo 

Etlise  and  possibly 
have  been  able  to 
that  oC  Into  Bank, 
li  that  aalntalned  a  btanch  In  Ntw 
roik  City.  Cn  Octabti   IS,  1966,  the  Supaclntendent  of  Bank*  loc.  Um 
State  of  Hew  YoEk  took  poaaeasion  of  tha  buainesa  and  pcoperty  ol  tntia' 
New  Xork  branch  and  Itquidated  its  affaics  under  th*  New  York  Banking 


Aside  from  situations  ailslng  during  u 
tie  Depresaion,  the  only  recent  fatlure  u 
involving  a  foreign  bank  In  the  U.S.     wa 


tm.  It  i*  our  unde[s( 
branch  were  paid  in  Cu^ 
New  York  law  which  lec 
up  its  U.S.  Indebtedni 
ha>  reconnended  a  sini 
inaurance  proposal. 

The  advantagi 
FDIC  haajthe  authority 
when  auch  actions  appei 
nils  provides  a  gtei 
U.S.  depoattora  and 


;andln9  that  local  cceditota  of  the  New  loik 
.1  In  the  proceeding!  because  of  provisions  In 
.red  Intra  Bank  to  pledge  U.S.  assets  to  back 
I  to  depositors  and  U.S.  creditor*.  1h*  FDIC 
ir  asset  cequlrenent  provision  In  Its  alternative 

ol  FDIC  Insucancc  In  such  situations  ds  that  tk* 
lO  arrange  alternative  solutions  to  liquLdatloa 
:  to  be  leas  costly  than  paying  off  depositor** 

range  of  renedies  to  protect  the  intereats  of 
editors.  FOE  eitaivle,  asset*  and  Itabtltti** 


of  a  tailing  branch  or  agency  could  be  purchased  and  asauaed  by  aDother 
banking  institution,  thus  nalntaining  the  continuity  of  banking  Mrvlest- 
While  it  Is  true  that  O.S.  authorities  cannot  prevent  the  failure  of 
a  foreign  bank  abroad,  FDIC  insurance. and  federal  supervisory  control* 
should  help  to  ensure  that  local  creditors  and  depositors  of  a  fotaign 
bank's  D.s.  ofCiccs  are  protected  to  tha  Baxinai  eatent  posalble. 
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Mr.  St  Germa  .  We  are  running  a  little  short  on  time  because  of 
le  popularity  Governor  Gardner  with  the  members.  As  a  result 
tei!«of  we  were  going  to  have  a  panel,  and  one  of  the  witneeeea  has 
radously  consented  to  be  rescheduled  to  Tuesday,  July  19.  That  is 
le  Bankers  Association  for  Foreign  Trade,  and  we  want  to  express 
XT  deep  appreciation  to  them  for  their  cooperation. 
Under  the  circumstances,  we  will  now  ask  Mr.  Edward  O'Brien, 
resident  of  the  Securities  Industry  Association,  if  he  would  come 
■rward. 

Mr.  O'Brien,  welcome. 

We  will  place  your  entire  statement  in  the  record  and  you  may 
roceed  to  comment  as  you  would  like. 

FATEMENT  OF  EDWARD  I.  O'BRIEN,  PRESIDENT,  SECURITIES 
INDUSTRY  ASSOCUTION  (8U);  ACCOMPANIED  BY  JAMES  W. 
WALKER,  JR.,  EXECUTIVE  VICE  PRESIDENT 

Mr.  O'Brikn.  Thank  you  very  much,  Mr.  Chairman. 

I  am  Edward  I.  O'Brien,  president  of  the  Securities  Industry 
Lsaociation.  Accompanying  me  today  is  Jamee  W.  Walker,  Jr., 
zecutive  vice  president  <h  the  association. 

As  you  know,  the  SIA  membership  includes  more  than  500 
Dvestment  banking  and  brokerage  firms  located  throughout  the 
Nation  performing  a  broad  range  of  services  for  investors  of  every 
ize  and  type. 

At  the  outset,  1  want  to  congratulate  the  subcommittee  chairman 
or  his  persistent  leadership  last  year  in  moving  this  important 
ttislation  through  the  committee  and  through  the  House.  On 
Ktialf  of  our  board  of  directors,  I  want  to  thank  you  again,  and  I 
iIbo  want  to  extend  our  appreciation  to  Chairmem  Reuss  eind  your 
tber  colleagues  on  the  Banking  Committee  who  cosponsored  H.R. 
^325. 

We  are  pleased  to  appear  again  before  the  subcommittee  in 
upport  of  the  basic  purpose  of  H.R.  7325,  that  is  to  provide  for 
i'ederal  r^ulation  of  foreign  banks  in  the  United  States.  The  ever- 
itcreasing  participation  of  foreign  banks  in  our  domestic  financial 
narkets  certainly  justifies  the  establishment  of  a  national  policy 
)ith  reepect  to  those  activities. 

We  also  believe  that  two  interrelated  principles  reflected  in  the 
liU  are  fair  and  justified.  First,  SIA  is  in  complete  agreement  with 
the  view  that  organizations  offering  similar  or  identical  services 
should  be  subject  to  comparable  regulation.  Second,  foreign  firms 
operating  in  the  United  States  should  not  receive  a  competitive 
edge  over  domestic  firms  because  they  are  permitted  to  engage  in 
<:ertain  endeavors  which  the  Congress  has  determined  as  a  matter 
of  public  policy  to  be  inappropriate  for  American  businesses. 

As  we  stated  in  our  testimony  before  this  panel  last  year,  we 
i^ivor  the  enactment  of  H.R.  7325  because  it  reafEirms  a  basic  tenet 
of  U.S.  banking  law — that  there  are  limits  as  to  the  range  of 

wtivities  in  which  banks  or  bank-related  companies  are  permitted 

Cooperate. 
A  review  of  the  legislative  history  of  the  Banking  Act  of  1933 — 

uw  Glase-Steagall  Act— the  Banking  Holding  Company  Act  of  1956. 
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and  the  Bank  Holding  Company  Act  Amendments  of  1970  evidences 
both  congressional  recognition  that  the  combination  of  banking  and 
nonbanking  enterprises  poses  serious  economic  problems  and  a 
consistent  congressional  intent  to  separate  banking  from  otiier 
areas  of  commerce. 

SIA  shares  these  views  and  believes  they  are  as  valid  today  as 
they  were  in  the  past.  For  a  more  detailed  commentary  <rf  SIA 
views  on  these  subjects,  we  would  like  to  submit  for  the  record  a 
copy  of  the  Securities  Industry  Association's  "Memorandum  fiiv 
Study  and  Discussion  on  Bank  Securities  Activities." 

Mr.  St  Germain.  Witiiout  objection,  it  will  be  made  a  part  (tf  the 
record. 

[The  above  referred  to  publication  follows  the  appendix  to  Bdr. 
O'Brien's  statement.] 

Mr.  O'BsiEN.  Turning  to  the  specific  provisions  of  the  bill,  section 
S  deals  with  the  extent  to  which  foreign  banks  may  conduct 
nonbanking  activities.  This  section  applies  the  restrictions  of  the 
Bank  Holding  Company  Act  of  1956  as  amended  to  the  nonbanking 
operations  of  foreign  banks  which  control  bnmches,  agencies  or 
commercial  lending  companies  in  the  United  States. 

The  primary  purpose  of  that  act,  reaffirmed  again  when  CongrsH 
peissed  the  Bank  Holding  Company  Act  Amendments  of  1970,  was  to 
close  the  1956  Act's  one  bank  holding  company  loophole  in  order  to 
preserve  the  basic  separation  of  bank  and  bank-related  activities 
from  other  areas  of  commerce.  SIA  strongly  supports  that  principle 
and  believes  it  should  apply  to  foreign  bcuiks  as  well  as  dcnnertic 
banks. 

The  bill  also  requires  that  they  terminate  all  nonbanking  activi- 
ties as  of  December  31,  1985,  except  that  foreign  hanks  which  have 
subsidiaries  or  afHliates  engaged  in  the  underwriting  of  securities 
may  continue  to  underwrite  after  that  date  if  they  do  not  sell 
securities  in  the  United  States.  To  qualify  to  continue  to  under- 
write, such  Eiffiliates  must  have  been  estabUshed  prior  to  December 
3,  1974,  or  acquired  pursuemt  to  a  contract  entered  into  before  or  on 
-that  date. 

'  In  addition,  foreign  banks  or  companies  could  continue  to  engage 
in  such  other  securities  activities  to  the  extent  not  prohibited  ^ 
paragraph  7  of  the  Revised  Statutes  of  the  United  States  (12  U.S.C. 
24),  commonly  referred  to  as  the  Glass^teagall  Act.  A  relevant 
passage  from  that  paragraph  states: 

. .  .  The  biuiness  of  dealing  in  SMurities  and  stock  shall  be  limited  to  purchasns 
and  selling  such  securities  and  stocks  without  recourae,  Boloty  upon  the  order,  odq 
for  the  account  of  customers,  and  in  no  case  for  its  own  account,  and  the  asBodatioD 
^  shall  not  underwrite  any  issue  of  securities  or  stock. 

For  an  uninterrupted  period  of  nearly  40  years,  this  provision  was 
strictly  construed  by  bank  regulators.  However,  in  recent  years, 
they  have  taken  a  much  more  permissive  attitude  in  construing 
what  was  intended  to  be  a  purposeful  restraint  on  bank  dealing  in 
securities.  Today  the  only  construction  on  which  there  is  universal 
agreement  is  that  the  quoted  language  prevents  commercial  banks 
from  engaging  in  the  classic  "underwriting"  function  of  buying 
securities  and  from  a  corporate  issuer  for  the  purpose  of  puoUc 
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distribution  and  fitnn  bujdng  and  selling  as  a  dealer  for  the  banks' 
own  account  securities  not  exempt  from  the  act. 

We  have  cited  in  the  appendix  a  number  of  specific  examples  of 
bank  regulatory  actions  which  highlight  our  concerns.  Based  on 
these  developments  we  are  led  to  conclude  that  what  appears  to  be 
a  plain  and  dear  mandate  that  banks  should  not  be  in  the  business 
of  Bolidting  the  purchase  and  sale  of  securities  is  not  being  followed 
by  bank  regulators. 

We  believe  it  is  also  fair  to  conclude  that  if  the  Congress  wants  to 
reaffirm  the  principle  that  banking  activities  should  be  separated 
firMD  other  areas  of  commerce  in  general  and  the  securities  business 
in  particular,  it  cannot  confidently  rely  on  bank  regulators,  based 
on  recent  experiences,  to  construe  the  language  contained  in  para- 
graph 7  in  a  manner  which  will  carry  out  that  congressional  intent. 

Therefore,  rather  than  merely  incorporate  by  reference  the  statu- 
tory language  which  has  increasingly  been  the  subject  of  intense 
l^al  debate,  this  subcommittee  should  take  this  opportunity  to 
state  with  precision  what,  if  any,  securities  activities  should  be 
offered  by  commercial  banks,  be  they  foreign  or  domestic. 

In  our  view,  birnks  should  be  prohibited  from  soliciting  orders  to 
purchase  or  sell  securities  other  than  those  securities  now  explicitly 
exempt  &om  the  restrictions  of  the  Glass-Steagall  Act.  Bank 
brokerage  services  would  thus  be  limited  to  those  where  the  bank 
provides  the  service  solely  at  an  existing  customer's  request  as  an 
accommodation,  the  result  intended  by  the  act.  Banks  should  also 
be  prohibited  from  engaging  in  private  placement  activities.  We 
believe  r^ulators,  bankers,  and  brokers  all  would  definitely  benefit 
from  the  greater  certainty  such  a  congressional  act  of  clarification 
would  provide.  Positive  action,  indeed,  would  be  timely  and  in  the 
public  interest. 

Another  issue  which  sparked  controversy  last  year  was  the  extent 
to  which  existing  U.S.  securities  firms  with  foreign  capital  invested 
in  them  would  be  affected  by  the  legislation.  Certain  Members  of 
the  House,  joined  by  spokesmen  from  regional  stock  exchanges  and 
foreign  affiuated  securities  firms,  some  of  which  are  SIA  members, 
voiced  concern  that  the  bill  failed  to  adequately  take  into  accotmt 
the  impact  on  the  securities  marketplaces  and  on  the  capital  needs 
of  the  Nation.  Other  House  Members  argued  that  the  legislation 
was  protectionist  and  could  invite  foreign  governments  to  retaliate 
against  U.S.  commercial  and  investment  bankers  abroad. 

As  a  matter  of  principle,  SIA  has  no  difficulty  with  putting 
foreign  banks  to  the  same  choice  as  U.S.  bemks,  let  them  choose  to 
be  either  in  the  commercial  banking  business  or  in  the  investment 
banking/securitiee  business,  but  not  both.  Preoccupation  with  ancil- 
laty  factors  mentioned  above  tend  to  obscure  the  basic  purp(we  of 
the  biU. 

On  the  other  hand,  however,  there  may  be  practical  consider- 
ations which  will  lead  the  Congress  to  temper  the  potentially 
disruptive  impact  of  a  sound  but  hard  principle  with  certain  modifi- 
cations. LEkst  year,  several  proposals  were  debated  and  rejected. 
Whether  a  more  compelling  ceise  can  be  made  this  year  remains  to 
be  seen.  Certainly,  our  members,  who  either  have  already  received 
foreign  bank  capital  or  who  may  look  to  foreign  banks  as  a  source  of 
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capital  in  the  future,  would  urge  that  some  allowance  or  accommo- 
dation be  made. 

While  these  concerns  may  be  valid,  let  me  reiterate  that  as  a 
matter  of  principle  that  SIA  supports  the  position  that  commercia] 
banks  should  not  be  in  the  business  of  soliciting  the  purchase  and 
sale  of  securities  and  that  foreign  institutions  conducting  a  comme^  , 
cial  banking  business  in  the  United  States  should  be  treated  no 
differently  than  their  domestic  counterparts. 

We  appreciate  the  opportunity  to  share  with  you  our  views  on 
this  important  legislation. 

[The  appendix  to  Mr.  O'Brien's  statement,  edong  with  a  publica- 
tion entitled  "Securities  Industry  Association  Memorandum  for 
Study  and  Discussion  on  Bank  Securities  Activities,"  follow:] 
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ILUI8TRATI0MS  OT  REGULATORY  HtMD 
SELATIHC  TO  EftNKS  OFFERING  SECURITIES  SERVICES 

SacuriclBa  orgaQiEarloils  have  had  to  (eek  lesal  rcdcu*  to  cotcsct 
ttit  pciBiistv*  IncerpcetationE  of  the  Clasi-Sceagall  Act  by  bank  ragulators. 
Iha  follawtns  oranta  auiarlaa  tba  tuo  lapoEtant  caaas. 

Dm  Cooptrollet  of  tba  Currency,  in  196S,   ruled  it  waa  parmiaaibla 
indn  Glass-Steagall  for  bonks.    In  effect,    to  sell  nuCual   fund  shares. 
V»  InrastBant  Conpaoy  Institute   (ICI)  challeosed  the  ruling  but  had 
^'  10  *1I  the  v«7  to  the  U.S.  Suprcne  Court  to  resolve  the  diaputa. 
Die  higbaat  court  held  in  the  Imreamant  ritmirfniY  TlHtltUtB  Ti   CbBB 


Ul  D.S.  617    (1971),   tha  leadl 
MClvlCiea  under  thi 
"Kb  ictivltiea  ware  in  vloli 
Ihe  CooiptrolleE  of  th< 
^  assa-Steagall  Act  did 


Ing  case  Interpreting  the  acopc  of  penisslble 
E  the  Conpttoller  was  In  crroE  and  that 
atioa  of  the  lax. 
a  Currency,    this  time  in  1974,   aald  Chat 

cB  EroB  offering  autosMtlc  invest- 
■at  aervlca   (US)  plans  to  Ita  cuatoaiers.     Ihe  ICI,  Joined  by  the  HeH 
&A  Stock  Exchange   (MYSE),   have  sued  to  overturn  this  opinion.      Ihe 
^troller'a  decision  was   upheld  by  b  Federal  Dtstcict  Court  in  1975, 
^c  the  ICI  and  the  NYSE  currently  have  an  appeal  pending  before  the 
"■9.  Court  of  Appeals. 

Haputes  also  occur  when  bank  regulators  make  a  mote  limited  construc- 
'toa  of  the  Glass- Staagall  Act.     Ihe  following  events  relating  to  banka' 
private  placeaent  activities,  uhich  amounted  to  an  estimated  $1.3  blllloa 
to  197fi   —   a  more   than  10   fold  Increase  since  1972  —  provide  an  interesting 
't  lustration: 

Bw  Deputy  Comptroller  of  the  Currency,   in  letter  rulings  dated 
In  late  1974  and  early  1975,    ruled  that  national  banks  and  their  subaldiarlaa 
•hould  not  participate  In  any  substantial  degree  in  negotiations  between 
their  clients  and  proapectlve  purchasers  of  securities,   nor  ahould  they 
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charge  a  fee  contingent  upon  a  suecasaful  plaeanant  of  aacuTltlea  alnca 
such  rale  "Ilea  at  the  heart  of  the  Inveat&ent  banking  bualneaa  am)  uodoubt- 
edly  conatlCutea  a  proscribed  underwriting,  selling,  or  distribution  of 
aaeuTitlas".  Th«  content  of  tbese  letters  did  not  bacooa  public  knowladg* 
until  early  1976.  When  aaked  laat  year  by  accuritles  Industry  spokessien 
«h«t  plana  the  office  of  the  Caaptrollar  had  either  to  publicise  theae 
tnlinga  oc.to  enforce  theoii  the  response  vas  the  substance  of  tlie  nillnga 
waa  under  reviaw  for  the  purposa  of  llbersllEtng  Che  ruling. 

Ihs  Federal  Reasrva  Board,  on  Decoober  17,  1976,  rejected  an  appli- 
cation by  the  Flrac  Arabian  CorporatloD  to  retain  an  Investment  In  Edward 
Bates  &  Sons  (Holding)  Ltd.,  which  owned  SZX  of  Bates  HOrth  ibierlcsn,  a 
Doited  States  broker-dealer  subsidiary  engaged  in  the  privats  plsceaent 
business.   Ihe  Board  ruled: 

It  is  the  public  policy  of  this  nation's  bank- 
ing laws,  as  expressed  la  the  Glass -Steagall  ... 

banking;  and  in  the  Board's  Jjd^ent  Betes 
North  Aaerlcan's  participation  In  nsgatlations 
and  Its  contingent  fee  arrsngeoients  infringe 
upon  the  ares  of  Investnent  banking  to  such 
an  extent  that  It  must  be  considered  engaged 
in  the  buslnesB  of  underwriting,  selling,  or 
distributing  securities... 

witliin  the  meaning  of  Regulation  Y  promulgsCed  under  the  Bsnk  Holding  Cat- 
On  January  7,  1977,  senior  officers  for  three  of  the  largest  Hew 
York  City  banks  wrote  the  Board  expressing  concern  over  the  possible  Isipli- 
cations  of  the  Board's  Order  with  respect  to  the  First  Arabian  case  and 
specifically  requested  that  the  Board  issue  a  atatsnent  to  the  effect  that 
the  First  Arabian  Order  Is  not  Intended  to  determine  the  legality  under 
the  GtasB-Stesgall  Aet  of  the  private  placaient  activltiea  of  comercial 
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(to  Jnualj  19,   1977,  a  Joint    lattar  on  behalf  of  tha  Board  WM 
•Mat  to  Choaa  banks  raasaUrlng  than  Chat  "Che  Board  haa  not,  «a  a  general 
■attar,   att^ited  to  llnlt,   by  application  of  Che  Bank  Holding  Coapan? 
Act,   Che  acClTltloa  that  m^  bo  engaged  in  directly  by  banks  chat  are  aub- 
■idlariaa  of  bank  holding  ceopanles,"     Furthermore,  "(1)d    Che  Flrat  Arabian 
case,   the  Board  was  noc  called  upon  to  consider  tb<  decent  to  which  Che 
Glaas-SCeagall  Ace  nlghc  prohlblc  banks  from  pactlclpatinB  in  the  privata 
placcaent  Ot  secorlclee". 

On  Jme  IS  the  staff  of  the  Board,  in  reaponse  to  a  request  fron 
Chalrnan  KeuBS,  reached  an  oppoalce  conclusion.     Th*  staff  reporc  clained 
Alls  it  "Is  not   free  from  doubt"  whether  the  Class-Steagall  Acc  prohlblcs 
I  iiMH  II  111    banks   fron  aaslstlng  private  placements,  the   "scrongar  case"  vas 
that  such  activities  Hera  not  prohibited  by  the  Acc. 
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$232,800,000 

Project  Rnancing 

Agent  and  Manager 
CHEMICAL  BANK 


Funds  Provided  By 

CHEMICAL  BANK 

Bank  of  Arnerica  N.I  4  S.A.  •  The  Banh  of  New  Vbrk 

The  Bank  of  Nova  Scotia  •  Security  Pacific  National  Banli 

Texas  Commerce  Bank  Nations!  Association  •  Irving  Trust  Company 

Bank  of  MontresI  (California)  •  European- American  Bank  and  Tn;st  Company 

Marine  Midland  Bank 'National  Bank  of  DeCmit 

Republic  National  Bank  of  Dallas  •  Toronto  Dominion  Bank  of  California 

Bank  of  the  Southwest  •  First  City  National  Bank  of  Houston  •  California  First  Bank 

The  Bank  of  ToKyo  Trust  Company  •  Dresdner  Bank  AG  (Los  Angeles  Branctt) 

Wells  Fargo  Bank  NA  •  Houston  National  Sank 
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$67000,000 

Production  Payrmnt  Rnancing  for 

Tlw  nittburg  4  Hidiny  Coar  Mining  Company 

•dnbiifi'yaf 


Gulf  Oil  Corporation 

Ffooi  coal  production. 

AnvoMBy 

@  COJfTIN^TAL^NK 


>hiladalplila  NaUoMi  Bank 


Morcan  Oturanty  Truit  Company 

et  N«w  York 

PItttburgh  Nitlonal  Sink 


Flrtt  Mational  Bank  o(  D«iv«r 
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$350,000,000 

Mobil  Oil  Corporation 

5-year  production  payment 

FINANCING  MANAGED  BVt 

MoHCAN  Cl;•H4^TY  Trust  CoiiPAtiY  of  Nia  Yore 

FUNDS  PROVIDED  BV. 

MOHON  GlJARANTr  TntST  COMPANT  OF  New  Vore 

First  NjiTroNiL  Oty  Bakk 


Chemical  Bank 

MaNI  FlCTCREilS  HaICOVEK  TIUST  CoUFjtNT 

Bankers  Trcst  G»ipaiiy 

The  Bank  or  New  York 

The  Bank  of  Nova  Scotia  -  neh  »ork  acenct 

Continental  Illinois  National  Bank  and  TRurr  Cohpant  of  Chicago 

FOar  Cm  National  Bank  of  Kovston 

First  National  Bank  in  Dallas 

The  First  National  Bank  of  Boston 

First  Pennsylvania  Bank,  n.a, 

Irving  Thist  Company 

Marine  Midland  Bank 


National  Bank  of  Detroit 
Repi  BLic  National  Bank  of  Dai 
The  Royal  Bank  of  Canada 

Texas  Cohmcncc  Rank  nationai 
Toronto  Dominion  Bank  -  new  i 
United  California  Bank 
United  States  Thist  Cob  pant  i 
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The  Kingdom  of  Thafland 

U.S.  $100,000,000 

Five  Year  Tenn  Loan 

Manuriclunn  Hmovcr  Tnisi  Compiny 

.of  Amelia  Nalional  Trust  A  SavinfS  Auociition       Bank  of  Montreal  s«rwn»«i 

Crocker  Nllionil  Bank      Union  Biak  of  Switzerland  i-teft_* 

The  Hongkong  and  Shanghai  Banking  Corporation 

SUndard  Chartered  Bank  Limited 

Bangkok  Bank  Limiled      Thai  Farmers  Bank  Limited  t>rii-»vrt 

Bankers  Trust  Company     The  Bank  of  Tokyo  Trust  Company 

Chase  Asia  Ltd.      Chemical  Bank     Citibank.  N.A. 

innienbank  Aktiengetelltchaft      Compapile  Finannere  de  la  Deutsche  Bank  AG 

idncT  (South  East  Alia)  Limitcd-i»>*>' a-i  cw      TIk  Mitsui  Bank  of  California 

Banque  Franfaise  du  Commerce  Eiteiieur 


Manufacturers  HanoTcr  Limited 
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Bank  Sanaye  Iran 

US$4<VOO(VXIO 

Fivt-YrarTerm  Loan 
Arranged  by 

Iran  Overseas  Investment  Bank  limited 

(iranves^ 

M^magcil  and  Provided  by 


Agent  Ebnk 

ban  Overseas  Investment  Bank  Limited 
(iranvest) 
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Mr.  St  Gebmain.  lliank  you,  Mr.  O'Brien,  for  ]raur  contribution. 
t's  always  welcomed. 

I  note  in  your  testimony  you  focus  on  upholding  the  principle  of 
eparate  banking  and  commerce  in  this  country,  in  the  United 
itates,  yet  I  note  there  you  say: 


What  do  you  see  as  the  problems  in  section  8  as  it  is  currently 
rritten,  and  what  suggestions  would  you  have  as  far  as  modifying 
liis  section  is  concerned? 

Air.  O'Brien.  I  think  the  primary  point,  Mr.  Chairman,  is  that  we 
elieve  that  it  is  timely  to  indicate  precisely  in  the  bill  the  need  for 
eparation  of  the  securities  arm  from  the  commercial  arm.  This  is 
tie  time  to  handle  it,  before  the  problem  becomes  larger,  more 
iflicult  to  handle  2  years,  5  years  hence. 

I  think  that  is  the  primary  consideration  that  we  are  bothered 

y — 

Mr.  St  Gbriiain.  What  modifications  would  you  suggest  in  section 
?  You  8^  perhaps  it  should  be  tempered. 

Mr.  O'Bkikn.  I  think  what  would  have  to  be  done  is  some 
Dn^eration  should  be  given  to  a  grace  period  which  is  considered 
ere.  I  think  there  is  a  grace  period  which  is  provided  for,  I  think 
bout  10  years  or  so,  tiiat  is  reasonable.  With  respect  to  that,  that 
rould  be  our  position. 

Mr.  Sr  Germain.  You  heard  Governor  Gardner  testify  that  the 
'ed  would  be  suggesting  or  actually  it  did  this  morning  suggest  a 
ermanent  grandiathering  of  certain  securities  operations  of  foreign 
anks.  Were  this  to  be  accepted,  certainly  we  would  want  to  know, 
re  the  Congress,  whether  the  r^ulatory  framework  would  be 
dequate. 

Aa  I  asked  Governor  Gardner  earlier,  I  voiced  a  tittle  skepticism 
bout  the  oversight  being  exercised  hy  the  Fed  alone,  and  we 
iquired  and  asked  him  to  inquire  of  his  colleagues  at  Uie  Board 
rhether  it  wouldn't  be  wise  to  include  the  SEC  in  the  regulatory 
ramework  for  the  securities  firms  if  they  were,  in  fact,  to  be 
randfathered. 

Would  you  have  any  comment  on  that? 

Mr.  O'BaiEN.  Mr.  Chairman,  1  think  the  basic  principle  which  I 
rould  like  to  rely  upon  is  one  of  comparable  and  equal  regulation. 
"he  SEC  has  had  40  years  or  so  of  experience  in  dealing  with  the 
ecurities  activities  of  the  securities  business  per  se,  the 
nderwriting  and  investment  banking  and  brokerage  business.  As 
uch,  they  are  obviously  well  qualified  to  handle  that  subject 

I  don't  think,  as  the  appendix  indicates,  that  there  is  the  same 
svel  of  experience  or  perhaps  even  desire  on  the  part  of  the  bank 
^ulatoiy  side.  I  did  hear  Governor  Gsu-dner's  comment.  You  have 
tated  and  I  would  restate,  however,  our  basic  principle  with  re- 
pect  to  the  separation  between  the  securities  side  and  the  banking 
ide. 

^  Mr.  St  Gebmain.  As  you  know,  and  as  I  mentioned  earlier  to 
lovemor  Gardner,  the  specter  of  retaliation  was  rampant  last  year 
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when  we  considered  this  l^islation.  Many  witneBBea  testified  that 
there  would  be  retaliation  against  U.S.  commercial  inveetmoit 
bankers  abroad.  They  gave  thu  as  a  justification  or  a  reason  for 
modifying  the  l^pslation. 

Do  you  consider,  as  a  representative  from  the  securities  indusb^, 
and  therefore,  the  investment  bankers,  do  you  consider  that  thu 
specter  of  retaliation  or  this  threat  of  retaliation  is  real,  and  could 
you  give  ua  some  indication  of  the  extent  of  U.S.  investment 
banking  operations  abroad  as  a  means  of  measuring  the  potoitial 
for  retaliation? 

Mr.  O'Brien.  When  I  was  talking  with  my  colleagues  yesterdAT 
and  they  were  asking  me  this  question  as  well,  I  guess  I  respondaa 
in  rather  colorful  language  to  them  that  I  thought  it  was  an  absoid 
fear.  My  honest  jud^ent  is  1  don't  think  that  the  alleged  retali- 
ation is  a  genuine  fear.  So  I  don't  hear  about  iL  I  don't  fear  it.  I 
don't  have  anyone  telling  me  that  it  is  something  that  we  should  be 
concerned  about. 

Mr.  &r  Germain.  How  about  the  extent  of  investment  >'*"W'"g 
operations  abroad  by  U.S.  firms? 

Mr.  O'Brien.  There  is,  of  course,  investment  banking  acthr^ 
going  on.  I  am  not  in  the  position  to  furnish  you  with  atatistics.  (X 
course,  the  United  States  is  still  the  financial  center  (rf  the  worid 
because  of  our  markets,  but  it  is  a  fact  that  certain  firms  within  thB 
United  States  are  operating  abroad,  end  sometimes  operating  in  i 
variety  of  ways  in  a  variety  of  countries,  and  I  might  aidd,  operatiiig 
with  local  luuiks  and  others  abroad. 

It  is  also  a  fact,  however,  I  think,  that  principal  investnant 
banking  business  in  terms  of  volume — and  I  do  not  have  statastici 
for  you  nor  do  I  know  if  I  can  get  them — but  I  think  the  prindpa) 
investment  banking  business  abroad  is  done  by  the  local  banks,  thi 
local  large  banks  abroad. 

Mr.  St  Germain.  Domestic  banks  abroad,  in  other  wonU? 

Mr.  O'Brien.  Yes.  The  brokerage  business,  as  distinguished  from 
the  investment  banking  business  abroad,  is  a  relatively  small  thisf 
a>mpared  to  the  United  States  where  we  have  25  million  or  V 
million  share  owners.  That  is  not  the  case  in  Ehirope.  So  for  the* 
reasons  I  have  concluded  that  I  don't  think  there  is  a  problem  is 
that  area. 

Mr.  St  Germain.  In  your  membership,  do  you  include  the  invait- 
ment  bankers  who  do  engage  in  this  activity  abroad? 

Mr.  O'Brien.  Yes.  We  have  a  number  of  members,  a  relativelf 
small  number,  but  there  are  members  of  the  associatfrai  who  ar> 
international  investment  bankers  operating  here  and  aperatioc 
abroad  and  in  the  Far  East. 

Mr.  St  Germain.  Have  these  members  indicated  to  your  »moa- 
ation  any  apprehension  about  retaliation? 

Mr.  O'Brien.  I  have  not  heard  this  point  made  to  me  with  rtapttt 
to  retaliation. 

Mr.  St  Germain.  Do  they  subscribe  to  your  position  m  this 
legislation? 

Mr.  O'Brien.  The  basic  thrust  of  our  testimony  is,  as  you  know, 
tiiat  there  should  be  the  separation  of  the  bankii^  finm  the  sees  ' 
ties  business.  To  that  there  is  a  clear  and  strong  support  by  t 
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association  starting  with  the  board  of  directors  and  the  executive 
cmiimittee,  and  it  is  subecribed  to  by  the  others  as  well. 

tir.  Sr  Gbrmain.  Thank  you. 

Ms.  Oakar? 

Ms.  Oakar.  Thank  you,  Mr.  Chairman. 

I  have  one  question  for  both  gentlemen. 

Do  ]n)u  feel  that  there  is  an  adequate  mix  between  the  private 
lendii^  activities  of  the  U.S.  banks  overseas  and  the  U.S.  involve- 
ment in  intematinal  lending  organizations  such  as  the  IMF? 

Mr.  O'BiUEN.  I  am  not  qualified  to  answer  that  question.  I  don't 
have  the  experience. 

lib.  Oakab.  Perhaps  I  am  not  qualified  to  ask  it. 

Mr.  O'Brien.  I  don't  have  the  knowledge,  and  I  never  will 
presume  to  tell  you  something  I  am  not  qualified  to  tell  you.  I  just 
don't  know  the  answer. 

Mb.  Oakar.  Mr.  Walker? 

Mr.  Walker.  No,  nor  do  I. 

Bis.  Oakar.  I  have  no  other  questions. 

Thank  you,  Mr.  Chairman. 

Mr.  St  Gbrmain.  Thank  you. 

Mr.  BouBselot? 

Mr.  RouassLOT.  Mr.  O'Brien,  we  do  appreciate  your  appearance 
km  today. 

To  follow  up  on  what  Chairman  St  Germain  has  already  men- 
tiinied,  on  page  6  of  your  statement,  you  said: 

ForaigD  affiliated  meonbers  of  your  aaaociatitHi  have  argued  that  this  bill  could 
nfte  feteigp  poveniinent^  to  retaliate  against  U.S.  commercial  aod  inveetment 


My  question  Is:  Given  that  the  foreign  activities  of  U.S.  banks  are 
tar  more  extensive  than  those  of  the  foreign  banks  in  this  country, 
how  would  you  evaluate  that  "threat"  m  foreign  retaliation? 

Mr.  03rien.  It's  very  diflicult,  Mr.  Rousselot,  for  me  to  eviiluate 
it,  for  example,  to  the  same  degree  Governor  Gardner  could  do  it  I 
hine  an  old  and  basic  rule  that  I  generally  comment  only  on  areas 
wiiere  I  have  some,  a  little  experience.  As  far  as  commercial 
hanHnp  abroad  is  concerned,  I  am  obviously  not  that  well  qualiiied. 
Mr.  Rousselot.  Could  we,  since  this  is  a  quote  from  your  state- 
ment, could  you  get  some  of  these  foreign  afFUiated  members  of 
your  association  who  have  argued  this  to  tell  us  just  how  that  is 
|nng  to  occur,  in  their  judgment? 
Hr.  CBbibn.  I  will  be  glad  to  furnish  you  witii  something. 
Ur.  Rousselot.  That  is  the  big  argument  which  is  being  made. 
,  Ur.  03bikn.  It  may  be  Mr.  Walker  would  wish  to  add  to  that,  but 
if  he  doesn't  I  will  certainly  furnish  something. 

Ur.  Walker.  Mr.  Rousselot,  there  is  one  point  that  should  be 
nude,  I  think,  in  connection  with  this  question  of  retaliation. 

The  United  States  has  had  for  44  years  a  policy  of  separation  of 
commercial  banking  and  the  securities  business,  and  we  believe 
moit  of  the  foreign  banks  that  have  come  to  the  United  States  and 
Rt  up  securities  afEiliatee  while  also  engaging  in  the  banking 
InaineeB  did  so  in  the  face  of  this  polity  and  they  do  so  with  an 
I  that  U.S.  banks  could  not  do  the  same  thing  in  the 
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United  States.  So,  essentially  what  we  are  pointing  to  is  that  this 
principle  of  separation,  whu:h  does  exist  in  this  country,  which 
domestic  banks  must  comply  with  and  which  we  would  aeem  to  be 
asking,  we,  or  you  the  Congress,  should  be  asking  foreign  banks  to 
really  play  under  the  same  ground  rules  in  this  country  that  our 
ban^  do. 

Similarly,  abroad,  I  believe  domestic  banks,  I  know  for  a  ftct 
securities  finns  must  play  under  the  ground  rules  that  exist  abroad, 
and  as  a  matter  of  fact,  in  some  cases  there  are  clear  discrimina- 
tions against  securities  firms  abroad. 

So  in  terms  of  retaliation,  it  seems  somewhat  unusual  to  retaliate 
against  firms  doing  business  abroad  when  the  host  countj?,  our 
country,  merely  asks  that  foreign  banks  do  the  same  thing  that 
domestic  banks  do. 

Mr.  R0U88ELOT.  As  long  as  we  are  talking  about  separation,  ib. 
O'Brien,  I  am  sure  you  are  well  aware  tliat  Merrill  Lynch  has 
proposed  to  implement  a  program  which  would  combine  brokerage 
services  with  payment  of  interest  on  demand  deposits  and  bank 
card  services. 

Is  it  realistic  to  maintain  the  traditional  separation  betmei 
banking  and  commerce  in  the  light  of  this  development? 

Mr.  O'Brien.  I  believe  it  is.  I  have  looked  at  the  M^rill  Lynch 

Elan,  not  in  depth,  and  I  wasn't  present  at  its  creation,  but  I  know  a 
ttle  bit  about  it  and  I  think  it  is  distinguishable  from  the  commer 
cial  banking  business,  because  I  think  primarily  it  involvw  a 
different  relationship  between  a  broker  de^er  and  a  client.  It  flom 
from  the  account  relationship,  and  I  think  to  that  degree,  at  leaat 
from  my  analysis,  that  is  a  distinguishing  feature.  I  haven't  con- 
pleted  or  made  an  exhaustive  evaluation  but  I  do  think  il^l 
distinguishable. 

Mr.  RoussBLOT.  You  don't  think  this  is  the  foot  in  the  door? 

Mr.  O'Brien.  It  would  seem  to  me  to  have  one  firm,  Bferrill 
Lynch,  get  a  foot  in  the  door  with  14,500  banks  or  whatever  we  have 
in  this  country,  is,  if  it  is,  a  very,  very  small  foot. 

I  think  it's  primarily  geared  to  providing  some  services  for  tlH 
investment  banking  and  brokerage  client,  so  I  personally  am  not 
terribly  concerned  about  it. 

Mr.  RouBSELOT.  Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Thank  you,  gentlemen. 

We  want  to  express  our  appreciation  to  you.  There  m^  well  be 
some  questions  from  some  of  the  other  members  who  cannot  be 
here  this  morning  that  will  be  submitted  to  you  In  writing. 

The  subcommittee  will  be  in  recess  until  10  o'clock  tomorrow 
morning,  at  which  time  we  will  hear  from  further  witnesses  aa 
listed  in  the  subcommittee  notice. 

[Whereupon,  at  12:10  p.m.,  the  subcommittee  recessed,  to  recon- 
vene Wednesday,  July  13,  1977,  at  10  a.m.] 
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INTERNATIONAL  BANKING  ACT  OF  1977 


WEDNESDAY,  JULY  13. 1977 

House  of  Representatives, 
subcomhittbe  on  financial  institutions 
Supervision,  Requuvtion  and  Insurance  of  the 
CoHum-EE  ON  Banking,  Finance  and  Urban  Affairs, 

Washington,  D.C. 

The  subcommittee  met,  pursuztnt  to  notice,  at  10  a.m.,  in  room 
!128,  Raybum  House  Office  Building,  Hon.  Fernand  J.  St  Germain 
chauman  of  the  subcommittee),  presiding. 

Presenl^  Repreaentatives  St  Germain,  Annunzio,  Hanley,  Derrick, 
^vanaugh,  Rousselot,  Brown,  Hyde,  Hansen,  and  Leach. 

Mr.  St  Germain.  The  subcommittee  will  come  to  order. 

Ttas  morning  we  continue  hearings  on  H.R.  7325,  the  Interna- 
ional  Banking  Act  of  1977. 

We  are  particularly  pleased  to  welcome  to  the  subcommittee  the 
Efonorable  Anthony  M.  Solomon,  Under  Secretary  for  Monetary 
%£GEdr8,  Department  of  the  Treasury,  and  to  welcome  back  Deputy 
Assistant  Secretary  of  State  for  Economic  and  Business  Affairs,  the 
Sfinorable  Paul  H.  Boeker,  who  \asi  appeared  before  our  subcom- 
nittee  in  connection  with  our  hearings  on  loans  to  lesser-developed 
»untries. 

Aa  you  both  know,  the  subcommittee  reported  out  a  bill  identiczil 
a  H.R.  7325  in  the  94th  Congress.  It  was  subsequently  approved  by 
iie  House  on  July  29  by  voice  vote. 

We  are  looking  forward  to  testimony  by  the  Carter  administra- 
jon  on  this  measure.  In  the  95th  Congress  it  is  our  hope  that  we 
vill  be  able  to  resolve  differences  still  outstanding,  and  that  at  long 
est  an  acceptable  regulatory  measure  will  be  enacted  in  law. 

I  think  it  is  important  to  point  out  that  the  longer  we  are 
lelaying  this,  the  more  difRcuIt  it  will  become  in  the  future.  With 
hie  proliferation  and  increase  in  participation  by  foreign  banks  in  . 
«ir  domestic  economy,  I  feel  that  it  is  imperative  that  we  take  the 
itepe  recommended  by  the  Federal  Reserve  Board. 

Gentlemen,  we  will  first  hear  from  Secretary  Solomon. 

We  will  put  your  entire  statement  in  the  record,  and  you  may 
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STATEMENT  OP  HON.  ANTHONY  M.  SOLOMON,  UNDER  SECBE- 
TARY  FOR  MONETARY  AFFAIRS,  DEPARTMENT  OF  THE  TREA- 
SURY; ACCOMPANIED  BY  STEPHEN  J.  FRIEDMAN.  DEPUTY  AS- 
SISTANT SECRETARY  (DESIGNATE)  FOR  CAPITAL  MARKETS 

Mr.  Solomon.  Thank  you,  Mr.  Chairman. 

It  is  a  pleasure  to  appear  before  this  subcommittee  to  present  the 
position  of  the  administration  on  this  proposed  le^lation.  We 
generally  support  this  legislation  with  certain  modifications  that  I 
would  suggest. 

Internationa]  banking  operations  have  been  growing  in  recent 
years,  although  they  are  still  small  in  relation  to  our  domestic 
banking  industry.  Specifically,  while  total  assets  of  foreign  banks 
held  in  the  United  States  have  tripled  during  the  past  4  yean, 
rising  to  $76  billion  at  the  end  of  1976,  this  amount  still  represented 
only  about  7  percent  of  the  total  assets  of  all  domestic  banks.  In 
comparison,  the  total  assets  held  abroad  in  foreign  branches  of  VS. 
banks  were  almost  three  times  that  amount,  $220  billion. 

Growth  in  international  banking  is  the  financial  counterpart  of 
healthy  increases  in  international  trfide  and  also  reflects  desirable 
reductions  in  international  obstacles  to  investment.  The  United 
States,  like  our  major  trading  partners,  retx^nizes  the  importance 
of  this  growth  to  eai  eHicient  world  economy.  In  particular,  foreign 
banking  operations  in  the  United  States  have  increased  competition 
in  the  financial  services  industry  here. 

We  expect  international  banking  operations  to  expand  further  in 
the  future.  Accordingly,  this  is  an  appropriate  time  for  the  United 
States  to  consider  a  national  policy  toward  foreign  bank  operations 
here. 

In  determining  a  national  policy  we  must  keep  in  mind  that  our 
regulation  of  foreign  banks  may  affect  foreign  government  tres^ 
ment  of  U.S.  banks  and  other  financial  institutions  operating 


U.S.  policy  toward  foreign  direct  investment  in  America  reflects 
the  principle  that  foreign  companies,  in  general,  should  be  accoi^ed 
the  same  opportunities  and  be  subject  to  the  same  restrictions  as 
domestic  businesses.  This  policy,  known  as  "national  treatment," 
seeks  neither  to  promote  nor  to  discourage  foreign  investment,  but 
to  ensure  r^ulatory  equality.  Moreover,  it  is  consistent  with  U.S. 
treaty  obligations  governing  foreign  trade  and  investment.  Accord- 
ingly, the  basic  objective  of  H.R.  7325,  which  we  support,  is  to  treat 
foreign  banks  operating  here  equally  vis^-vis  domestic  bcuiks. 

Some  argue  that  our  policy  should  reflect  reciprocity  rather  than 
comi>etitive  equality.  In  this  case,  reciprocity  would  permit  foneion 
banks  operating  here  to  engage  in  whatever  activities  U.S.  baius 
are  permitted  in  selected  countries  abroad.  While  reciprocity  has  a 
superficial  appeal,  it  would  not  be  desirable  for  us  to  adopt  it.  Such 
a  policy  could  reduce  permissible  international  banking  activities  to 
the  lowest  common  denominator,  as  countries  tighten  regylations  to 
achieve  strict  reciprocity.  Furthermore,  it  could  be  Em  administra- 
tive nightmare  to  enforce  different  sets  of  rules  for  different  foreign 
banks  operating  in  this  country. 

It  should  be  made  clear,  Mr.  Chairman,  that  the  application  to 
foreign  banks  of  restrictions  governing  domestic  banks  does  not 
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mean  that  the  admiaistration  ib  reaffirming  the  desirability  of  any 
or  all  of  these  restrictions.  As  I  am  sure  this  subcommittee  is  aware, 
many  issues  addressed  in  the  foreign  bank  bill  are  currently  being 
reviewed  by  the  Congress,  the  administration  and  independent 
regulators. 

Indeed,  in  the  areas  of  this  bill  dealing  with  the  securities 
activities  of  commercial  banks,  we  would  prefer  that  decisions  await 
these  reviews.  At  the  very  leiist,  my  testimony  is  not  meant  to 
prejudge  any  of  this  work.  In  supporting  H.R.  7326,  we  have  simply 
sought  to  extend  the  existing  regulatory  framework,  as  we  find  it,  to 
foreign  banking. 

Our  existing  laws  and  regulations  covering  foreign  banks  are  not 
balanced.  On  the  one  hand,  they  deny  foreign  banks  certain  bank- 
ing opportunities  here.  For  example,  foreign  banks  are  deterred 
frcnn  ^tablishing  national  banks.  In  addition,  our  laws  encourage 
foreign  banks  to  operate  branches  or  agencies,  but  these  operations 
are  unable  to  obtain  Federal  deposit  insurance. 

On  the  other  hand,  there  is  no  Federetl  regulation  or  supervision 
of  foreign  bank  branches  and  eigencies,  even  though  almost  all 
domestic  banks  come  under  the  r^ulation  of  either  the  Federal 
Reserve,  the  Comptroller  of  the  Currency,  or  the  Federal  Deposit 
Insurance  Corporation. 

Mr.  Oiairman,  we  support  the  objective  of  reducing  these  dispari- 
ties of  treatment  between  foreign  and  domestic  banking  operations 
in  the  United  States.  We  are  pleased  that  the  bill  will  provide 
fbreign  banks  with  new  Federal  chartering  opportunities  to  eetab- 
lidi  national  banks,  and  Federal  branches  and  agencies. 

At  the  same  time,  it  sHao  is  sensible  that  H.R.  7325  would  subject 
branches  and  agencies  of  foreign  banks  to  Federal  regulation  com- 
parable to  that  of  domestic  banks.  In  certain  respects,  the  bill 
recognizes  that  branches  of  foreign  banks  require  treatment  aa  a 
special  category  of  banking  institution.  For  example,  since  State 
manching  laws  are  not  amilicable  to  interstate  branching  by  foreign 
banks,  the  bill  employs  Federal  law  to  fill  the  gap. 

While  ofl^ring  our  general  support  for  H.R.  7325,  Mr.  Chairman, 
we  recommend  several  modifications  to  achieve  a  greater  d^ree  of 
Roulatory  equality. 

Section  8(a)  of  the  bill  applies  the  Bank  Holding  Company  Act  to 
foreign  banks  which  maintoin  U.S.  branches  and  agencies.  Section  8 
also jp'andfathers  nonbanking  activities  in  existence  as  of  December 
3, 19r(4.  We  recommend  moving  forward  the  cutoff  date  to  July  1, 
1977,  Also,  we  recommend  exempting  from  the  prohibitions  of  the 
Bank  Holding  Company  Act  those  nonbemk  acquisitions  by  foreign 
banks  which  do  not  significantly  affect  the  United  Stotes.  As 
suggested  in  Federal  Reserve  testimony  last  August,  the  proposed 
amendment  would: 

Hoke  clear  that  the  nonbanking  prohibitions  of  the  Bank  Holding  Company  Act 
•n  not  meant  to  prevent  foreign  tanlu  principelly  engaged  in  bankuig  abroad  from 
nUining  or  acquiring  intareats  in  foreign-cfaartarad  nonbanking  companiea  that  are 
*ho  principally  engcuced  in  buaineaa  outaida  the  United  Statee. 

However,  aa  a  coroUary,  a  doroeatic  ofilce  of  a  foreign  bank  should  be  required  to 
w  with  the  domeatic  cqierations  of  a  foreign  ctnnpany  in  which  it  may  nave  an 
«^nfty  intaiett  on  a  strictly  anns-length  basiB  ao  as  not  to  give  the  firm  en-  bank 
■Bwmd  an  advantage  over  their  reapeetive  U.S.  competitora. 
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Generally,  the  administration  believes  that  the  Federal  Reserve's 
proposed  amendment  would  provide  greater  certainty  to  fore^ 
banks  concerning  their  nonbank  affiliates  and  is  desit^le  in  li^ 
of  the  different  regulatory  frameworks  abroad  which  permit  doaer 
ties  between  banking  and  industry. 

This  amendment  is  not  designed  to  change  the  Bank  Holding 
Company  Act  as  currently  implemented  by  regulations  of  the  Fed- 
eral Reserve  Board.  It  simply  gives  foreign  banks  greater  certainty 
about  the  act's  application. 

It  is  desirable  to  amend  the  Bank  Holding  Compay  Act  in  tbii 
way  for  two  specific  reasons.  First,  the  existing  administratiTe 
process  for  exemptions  under  the  act  would  create  considerable 
uncertainty  for  foreign  banks  concerning  which  foreign  nonbankinc 
activities  or  acquisitions  are  permissible  when  they  also  affect  U.a^ 
commerce. 

Second,  the  present  version  of  section  8(a)  could  be  seen  ■ 
applying  the  Bank  Holding  Company  Act  extraterritorially  to  m- 
hibit  foreign  banks  located  abroad  from  acquiring  or  provioing 
assistance  to  nonbank  enterprises  abroad. 

A  second  provision  of  section  8,  the  proposed  treatment  of  the 
U.S.  securities  operations  of  foreign  banks,  also  concerns  UB.  Mr. 
Chairman.  SpeciHcally,  H.R.  7325  proposes  that  foreign  banks  nav 
lawfully  engaged  in  securities  activities  here  must  terminate  thoe 
activities  by  December  31,  1985.  However,  foreign  banks  would  be 
permitted  beyond  1985  to  engage  in  underwriting  securities  so  lotf 
as  the  securities  ere  sold  outside  the  United  States.  We  recommena 
that  this  provision  be  emended  to  provide  permancDt 
grandfathering  for  the  existing  securities  operations  of  fbreap  , 
banks.  i 

This  issue  of  grandfathering  existing  securities  operations  ii  >    ; 
dinicult  one.  A  responsible  argument  certainly  can  be  made  tbit.    , 
when  applying  to  foreign  banks  here  the  principle  of  separatitf    : 
commercial  from  investment  banking,  it  produces  more  uniAnn 
treatment  to  apply  the  principle  both  to  prospective  entrants  and  to 
existing  firms.  However,  we  believe  other  consideraticwis  outwogh 
the  advantage  of  such  proposed  uniformity. 

First,  divestiture  would  obviously  cause  a  hardship  to  the  fordga 
banks  involved,  and  would  eliminate  a  small  foreign  presence  whicb 
now  may  have  a  procompetitive  effect  on  our  large  domestic  securi- 
ties industry. 

Second,  we  believe  that  divestiture  would  be  inequitable  to  the 
foreign  banks  who  established  themselves  here  under  the  rulei  of 
the  game  prevailing  at  the  time.  We  should  also  take  account  of  tbe 
history  of  permanent  grandfathering  that  has  been  applied  for 
domestic  banks  under  the  Bank  Holding  Company  Act  and  alio 
under  the  McFadden  Act.  It  might  be  argued  that  securities  acthi- 
ties  of  domestic  banks  were  not  gremdfathered  in  1933.  However,  ■ 
lack  of  grandfathering  in  that  case  is  not  a  good  precedent  fbr  the 
treatment  of  foreign  banks  today,  because  divestiture  then  WM 
bfised  upon  widespread  abuses  whereas  we  have  no  evidenos  of 
foreign  banks  abusing  their  positions  now. 

Since  I  have  made  my  recommendations  in  r^ard  to  permanent 
grandfathering,  I  will  skip  over  and  turn  to  the  question  ofsectiaii  9. 


y.Coogle 


This  is  an  area  where  we  favor  modification,  Mr.  Chairman. 
Section  9  would  introduce  special  Federal  screening  of  applications 
by  foreign  beuiks  desiring  to  establish  operations  within  the  United 
mates.  Specifically,  this  section  would  require:  First,  the  Secretary 
of  the  Treasury  to  issue  guidelines  containing  general  criteria  for 
the  admission  of  foreign  banks;  second,  Federal  and  State  bank 
■apervisory  authorities  to  solicit  the  views  of  the  Secretary  of  State, 
the  Secretary  of  the  Treasury  and  the  Federal  Reserve  Board  before 
acting  on  the  applications;  and  third,  Federal  and  State  banking 
authorities  to  disapprove  applications  unless  foreign  banks  specifi- 
cally state  that  they  wUl  comply  with  U.S.  antidiscrimination  laws 
whwh  apply  to  domestically  chartered  banks. 

Mr.  Ctiairman,  we  reconmiend  the  elimination  of  section  9  be- 
cause it  would  apply  to  foreign  banks  only,  and  would,  therefore,  be 
discriminatory-  The  screening  procedures,  and  Mr.  Boeker  can 
apeak  to  this  in  greater  detail,  Eire  inconsistent  with  our  policy  on 
foreign  investment,  and  the  consultation  process  eis  well  sets  into 
motion  a  case-by-case  review  which  again  is  contrary  to  our  foreign 
invwtment  policy.  We  already  have  a  committee  on  foreign  invest- 
ment establwied  by  Executive  order  which  can,  in  effect,  perform 
the  same  function. 

In  regard  to  this  departure  from  national  treatment  provisions, 
we  also  are  concerned  by  the  antidiscrimination  laws  provision. 
There  is  an  implication  that  foreign  banking  operations  were  not 
subject  to  the  law  in  the  past.  We  have  no  evidence  of  nonadherence 
to  U.S.  antidiscrimination  laws.  This  applies  as  well  to  the 
antidiscrimination  oath,  because  it  singles  out  foreign  banks  in  a 
discriminatory  way.  There  are  adequate  safeguards  in  existing  law, 
administrative  procedures  and  in  other  provisions  of  the  proposed 
le^dslation. 

Now,  in  regard  to  another  major  issue,  Mr.  Chairman,  the  ques- 
tion of  special  deposit  insurance.  The  bill  provides  for  a  surety  bond 
or  pledge  of  assets  in  a  way  we  believe  will  be  unduly  onerous,  wilt 
raise  ooeta  for  the  foreign  bank  branches  and  not  establish  the 
competitive  equality  that  the  overall  objective  of  the  bill  indicates. 

I  won't  go  into  technical  details,  but  I  understand  that  the  FDIC, 
in  cooperation  with  the  Treasury,  believes  it  is  feasible  for  the 
foreign  bank  branches  to  participate  in  the  Federal  deposit  insur- 
ance fund.  There  might  be  some  additional  requirement  of  pledging 
assets,  where  that  would  be  essential  to  protect  the  depositors.  We 
would  urge  that  the  FDIC  technical  people  and  their  proposals  on 
this  be  consulted,  Mr.  Chairman. 

In  regard  to  interstete  branching,  the  final  issue  of  importance  on 
which  we  have  some  suggestions,  we  propose,  as  the  bill  does,  that 
foreign  bank  branch,  agency,  and  commercial  lending  operations  in 
eidstence  be  permanently  grandfathered.  It  would  be  appropriate  to 
have  July  1,  1977,  as  the  grandfathering  date. 

We  sumest  that  the  Stete  regulatory  procedures  that  apply  to 
domestic  Stete  branches  be  applied  to  foreign  bank  State-licensed 
branches,  and  the  Federal  law  which  applies  to  domestic  Federal 
branches  be  applicable  to  Federally  licensed  foreign  bank  branches 
rather  than  that  the  Federal  law  on  branching  be  applied  to  both 
categories  of  foreign  bank  branches.  This  would  be  both  fairer,  in 
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our  opiniOD.  and  would  also  achiefve  more  exact  equally,  as  is  the 
objective  of  the  bill. 
Thank  you,  Mr.  Chairman.  That  concludes  my  teetimoay. 

"'-    SoIOE  --' ^     '    - 


[Mr.  Solomon's  prepared  statement  follows:] 

GTATEKEHT  OF  TBE  HONORABLE  AHTHOHY  M.  EOLOMOM 
UNDER  SECRETARY  FOR  MONETARY  AFFAIRS 

BEFORE  THE 

figBCOHHITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION,  REGULATION  AND  INSURANCE  OF  THE 

COMMITTEE  OH  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

U.S.  HOUSE  OF  REFRESBNTATIVES 

1  Banking  Act  of  1977  (H.R.732S) 


It  la  a  pleasure  to  appear  before  this  Subcoemlttee  t 
present  the  position  of  the  AdminiHtiation  on  this  propose 

* *.ation,   we  generally  support  this  legislation  with 

n  Bodificationa  that  I  vould  suggest. 


legii 
certi 


of  International  Bankii 


n£ 


International  banking  operations  have  been  growing  In 
^ears,  although  they  are  still  snail  in  relation  to 
(Htic  banking  industry.   Specifically,  while  total 
)f  foreign  banks  held  in  the  United  States  have 
during  the  past  four  years,  rising  to  S76  billion  at 
the  end  of  1976,  this  amount  still  represented  only  about  7% 
of  the  total  asaets  of  all  doraeatic  banks.   In  conparison, 
the  total  aasets  held  abroad  in  foreign  branches  of  U.S. 
banks  were  almost  three  times  that  amount,  SZ20  billion. 

ling  is  tne  financial 
in  international  trade  and 
lirable  reductions  in  international  obstacles 
to  investment.   The  United  States,  like  our  major  trading 
partners,  recognizes  the  Importance  of  this  growth  to  an 
efficient  world  economy.   In  particular,  foreign  banking 
Operationa  in  the  United  States  have  increased  competltlor 
in  the  financ-  -     
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He  «:ipact  iDtarnatlanBl  banking  operatlona  to  expand 
furthec  in  the  future.  Accordingly,  this  1b  an  approprlatt 
tlaie  for  the  United  Stataa  to  conaldei  a  national  policy 
toward  foreign  bonk  operationa  bare. 


In  determining  a  m 

itional  policy,  i 

(e  BUB' 

t  keep  in 

aind  that 

our  regulation  of  foreign  banka  may 

affect  foreign 

t  treatment  of 

U.S.  banka  and  other 

financial 

institute 

3ns  operating  overaeaa. 

Coopetitive  Equality 

U.S. 

policy  toward 

foreign  direct  : 

LnvestBient  In  Maerlca 

reflects  i 

the  principle  t 

:hat  foreign  comi 

in  general. 

should  be 

accorded  the  aania  opportunities  and 

be  subject  to 

the  same  i 

This  policy. 

knovn  as 

national  treatment    seeks  nej 

to  prowote  nor 

tQ  discourage  foreign  InveEtment  but  tt 

re  regulatory 

Lth  1!  : 

S  treaty 

obligatio. 

IE  governing  fc 

ireign  trade  and 

tnent    Accordingly, 

the  basic 

objective  of  I 

treat  foreign  banks  operating  here  egua; 

Lly  vi! 

5-a-vis  doineatic 

banks. 

Some 

argue  that  oui 

'  policy  should  I 

ceflec- 

C  reciprocity 

rather  th. 

in  conpetitlve 

equality.   In  tl 

would  permit  foreign  bar 

ikE  operating  hei 

jngage  in 

banks  are  perm: 

itted  . 

in  selected 

countries 

1  reciprocity  hai 

appeal,  ii 

t  would  not  be 

desirable  for  ui 

jopt  it.   Such 

a  policy  , 

.ould^reduce^p. 

si  banking 

•ctivitiei 

1  common  denomin- 

tighten x, 

it  could  be  an  adminiati 

ative  nightmare 

force  different 

■ets  of  ri 

Ilea  for  diffet 

ent  foreign  banks  operating  in  thia 

country. 

It  should  be  made  clear,  Mr.  Chairman,  that  the  applicatic 
to  foreign  banks  of  restrictions  governii.g  domestic  banks 
-daes  not  mean  that  the  Administration  is  reaffirming  the 
desirability  of  any  Or  all  of  these  restrictions   As  I  am 
lure  this  sub  commit  tee  is  aware  :many  issues  addressed  in 
the  foreign  bank  bill  are  currently  being  reviewed  by  the 
Congress   the  Administration  and  independent  regulators 
Indeed   in  the  areas  of  this  bill  dealing  with  the  securities 
sctivities  of  coooiercial  banks.  We  would  prefer  that  decisions 
Mait  these  reviews   At  the  very  least,  my  testimony  is  not 
xeant  to  prejudge  any  Of  this  work.   In  supporting  H.R.7325, 
Ve  have  simply  sought  to  extend  the  existing  regulatory 
frmework,  as  we  find  it,  to  foreign  banking. 
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LB  ting  Um  and  EllmlMtlor 


Our  exiatlng  lawa  . 
ca  aie  not  balanced. 

ta  eartain  banking  o;^ 

eign  banks  ara  datarred  froa 


I  of  Dl»p«rltiM  «»f  in 

rsgulatlonB  covarlng  toraiiin 

le  haod,  thay  dany  foralgn 
IB  hara.   For  axanple. 
iCdblishing  national  banks. 


On  the  other  hand,  there 
aupei-vieion  of  foreign  bank  bri 
though  Bljdoat  ^11  dom^stLC  l>^nl(s  ccone  undei  ttis  lagulation 
of  either  the  Federal  Re"        '   '      ..... 


)  objective  of  reducing 
tinent  between  foreign  and  d 


that  the  bill  will  provide 
chattering  oppot-tunitiee  to 
federal  branchea  and  agancii 


cagula 


reign 


banking 

laws  are  not  appl 

banks,  the  Bill  enploys  Fedi 

Ptoppsed  Chr 


ir«  unable   to 


foreign  banka  i«ith  new  federal 
±$tabliBh  national  bankB,   and 


1  law  t 


11 


While  oCfaring  £iur  general  aupport  for  II.R.73I5, 
4r.  Chairman,  we  recromnend  several  nodi ficat lone  to  achieva 
>  greater  degree  of  regulatory  equality. 


1, 


i-Bflnlt  ftffillatea  of  Foreign  Banks 


.)  of  Che  bill  applies  the  Bank  Holding 
Company  Act  to  foreign  banks  which  aialntaln  U.S.  branchaa 
and  agencies.   Section  B  also  grandfathers  non-banking 
aetlvitlaa  in  wtiatence  as  of  December  3,  1974.  Ne  reccaaen 
BKiving  forward  the  cut-off  date  to  July  1,  1977.   Also,  wa 
lecoraaend  exempting  from  the  prohibitions  of  the  Bank 
Holding  Company  Act  those  non-bank  acquisitions  by  foreign 
banka  which  do  not  Bigniflcantly  affect  the  United  States, 
As  suggested  in  Federal  seservs  tastlmony  last  August,  the 
proposed  anendment  would 
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•naXa  clsar  thkt  the    non-l>ankiDg  prohibitions  Of  tb* 
Bank  Holding  Company  Act  Bra  not  naant  tO  pravant 
foreign  banks   principally  engaged    in  banliini]  sbTOad 
from  retaining  or  acguiring  interests  in  (oteign- 
chartared  non-banking   companisE   that  ice  tlsD  ptlncipally 
■engaged    in  buiinesH    oatslde    the   United  States 

However  at  ■  corollary  r  a  domestic  otfioe  ot 
a  foreign  bank  «(ioul(i  b«  required  to  deal  with  the 
doaestlo  operations  of  a  foreign  conjpany  in  which  it 
My  have  an  equity  iDteraet  on  a  atriccly  Anna-length 
beaie  ao  aa  not  to  glva  the  flm  or  hank  Involved  an 
advantage  over  their  respactive  U.S.   conpetltora. 

Generally,   the  Adninlstratlon  belie'ves   that   t1^^  Federal 
Rasarve'a  propoaad  ain«ni3inerit  would  provide  greater  certainty 
to  foreign  banks  concarning  their  non-bank  afiiliatea  and  is 
desirable   in  light  of   tha  diffarant  regulatory    frameworks 
abroad  which  paralt  cloaar  tiaa  batwaan  banking  and  induatry. 

Thia  amandBent  is  not  daaignad  to  change  the  Banlt 
Boldlng  Cwooany  Act  as  currently  impleimented  b^  regulations 
of   the  Federal  Reserve  Board,      it  simply  gives  foreign  banks 
greater  certainty  about  the  Act's  application. 

It  Is  desirable  to  ansnd  the  Bank  Boldlng  Con^wny  Act 
in  thie  way  for  two  •pacific  rMBOIii.      First,   the  existing 
administrative  process  for  exemptions  under   the  Act  would 
create  considerafila  uncertainty  for  toreigr.  bj'-.r?  concerning 
which   foreign  non-banking  activities  or  arquj - ■ t  i    i :    ir ' 
permissible  when  they  also  affect  United  EtJ'.'  l    -..■ 
Second     the  present  version  of  Section  i  a  >.■'    seen  as 

applying  the  Bank  Holding  company  Act  extra territorially  to 
prohibit  foreiqn  banks   located  abroad  from  acquiring  or 
providing  ■ssiatance  to  non-bank  enterprises  abroad. 

2.       Grandfathering  of  Securities  operatlona 

A  second  provision  of  Section  8         the  proposed 

treatment  of   the   U.S.    securitieE   operaticas  ot   foreign 
banks  •—   also  concerna  us    ttx.   chairman.     Specifically, 
H.R.T32S  proposes  that  foreign  barks  now  lawfully  engaged 
in  securities  activities  her*  KlUSt  terminate  these  activities 
by  Deceinber  31,   1985       However     foreign  banks  wou  d  be 
permitted  beyond  ISflS  to  en^Aqe  in  underwriting  securities 
so  long  as  the  securities  are  sold  outs  de  the  Un  ted 
States,     we  recommend  that  this  provision  b«  amended  to 
provide   permanent  grandfathering   for  the  existing   securltiaa 
operations  of   foreign  banks. 
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Thli  iaiue  of  grand f«th«ring  existing  securities 
opecatlons  la  ■  difficult  one.  A  reaponsible  arguinent 
certainly  can  be  nsde  that,  when  applying  to  foreign 
banka  hare  the  principle  of  aeparating  cuuuercial  from 
inveaUnent  bankingi  It  produces  >ore  unlfom  treatment 
to  apply  the  principle  both  to  prospective  entranta  and 
to  existing  fims.   However,  we  believe  other  considerati 
outweigh  the  advantage  of  such  proposed  iinlfonnity ■ 


Boall  foraign  presence 
effact  on  our  large 


that  has  been  appl. 
Holding  Company  Ac 
It  night  be  argued 


>bviously  cause 
and  would  elia 


)  Industry. 


I  hardship 
>-coiiipotitiv« 


.eve  that  divestiture  would  be  inequitable 
lign  banks  who  established  themselves  here  under 
if  the  game  prevailing  at  the  tine.  He  should 

'  '   history  of  permanent  grandfathering 
id  for  domestic  banks  under  the  Bank 
and  also  under  the  HcFadden  Act. 

of  domestic 


mdfathered  in  1932. 

.de spread  abuses  whe 
I  banks  abusing  thei 


■  lack 
I  good  precedent 


Third,  we  feel  that  our  relations  with  other  cour 
might  be  damaged  ss  a  result  of  forced  divestiture  of 
existing  operations  of  their  banks. 

These  are  the  disadvantages  involved  in  divestiti: 
In  our  judgment,  they  outweigh  the  advantages  gained 


In  any  case,  as  you  know,  Kr.  Chair 
ind  a  number  of  agencies  are  in  the  proc 
study  of  the  participation  of  banks  in  v 


■o  wished  from  extending  t 
bly  existing  securities  act 


Special  Federal  Beview  of  Foreign  Bank  Applications 


low  like  to  address, 
which  we  favor  modi 
Ld  introduce  special 
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applicationa  by  fO£«ign  bank*  daiiring  to  Mtabllsh  Opacation* 
within  tha  united  states.   Specifically,  this  section  would 
require:   (1)  the  Secretary  of  Che  Treasury  to  issue  guidelines 
containing  general  criteria  for  the  admission  of  foreign 
banks  I  (2)  Federal  and  State  bank  Supervisory  authorities  to 
•Olicit  the  views  of  the  Secretory  of  Sttte,  the  Secretary 
o£  the  Treasury  and  the  Federal  Reserve  Board  before  acting 
an  the  applications;  and  (31  Jederal  and  State  banking 
authorities  to  disapprove  applications  unless  toreian  banXs 

specifically  state  that  they  will  c    '   " 

liscriminatinn  laws  which  apply  to 

He  strongly  reconmend  the  elimination  of  Section  9, 
>ecauae  it  would  deviate  UtineceSSarUy  Iron  our  overall 
federal  policv  Of  national  treatment,   section  9  would  apply 
to  foreign-owned  banl^e  only  and  UQuld  eitablish  for  theae 
oanlcB  new  criteria  beyond  chat  normally  applied  to  both 
foreign  and  domestic  banks   In  this  S&me,   6Stabliihing 
special  ouidelines  and  review  procedures  tor  foreign  banks 
aperating  here  vould  conflict  with  our  traditional  policy  of 
neither  promoting  nor  discouraging  foreign  investment  and 
could  set  ad   unfortunate  precedent  tor  the  establishment  of 
similar  procedures  tor  foreign  investniBnt  in  ether  sectors 
of  our  economy.   It  also  could  Induce  other  countries  to 
introduce  or  expand  restrictions  on  ASierican  financial 

This  provision  alic  appears  to  contradict  certain 
national  treatment  provisions  of  treaties  of  friendship. 
Comroarce  and  navigation  which  we  have  with  most  of  the  najor 
bankinq  nations  because  it  would  apply  to  establishing 
international  banking  operations  which  dt  not  involve 
depository  or  fiduciary  functions.   With  regard  to  the  antl- 
aiscrimi nation  provision,  we  understand  that  foreign  bank 
operations  in  the  United  States  already  are  covered  by 
ejiisting  anti-diacrimination  laws  applicable  to  domestic 
bank*   Thus,  it  would  be  inappropriate  to  incorporate 
thle  provision  into  a  new  banking  law,  since  such  action 

the  law  in  the  past   Moreover  wa  have  no  evidence  of  non- 
adhersnce  to  U.S.  antl-diacrimination  laws. 

Furthermore,  we  also  advise  against  the  second  part  of 
the  flnti-discimination  provision  that  would  require  only 
foreign  banks  to  take  an  antl-discriniliation  oath  as  a 
condition  of  obtaininq  charters   This  proposal  singling  out 
foreign  banks  is  discriminatory   as  a  final  point.  Section  9 
u  a  whole  simply  seems  unnecessary  because  it  would  provide 
DO  additional  protection  to  U.S.  depositors  or  to  national 
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provision  of  H.R.T325,  Hr.  ChatxBU, 

la  require  II-S.  branches  of  foreign 
the  FDIC  a  surety  bond  or  pledge  Ot 

_hat  thlB  flection  be  amended  to 

provide  more  equal  treatment  via-a-vis  domestic  bsnKB 
Specifically,  ve   believe  the  section  should  be  changed 
(1)  to  nake  insurance  optional  foi  those  state- licensed 
branches  which  operate  iu   thofls  very  feu  states  that  do  not 
require  FDIC  insurance  for  state  non-member  banks  and  (3)  tc 
offer  U.S.  brancties  of  foreign  banks  regular  FDIC  depoait 


These  changes  are  designed  to  take  car*  of  two  c 
First,  while  we  firmly  believe  that  deposit  insurance  is 
highly  desirable,  we  again  feel  that  it  should  be  provided 
while  avoiding  unequal  treatment  between  foreign  and  flo— tic 
banks  in  this  area   In  particular,  we  want  to  avoid  departing 
from  the  national  treatment  policy  and  raising  questions 
about  11  S  obligations  under  our  treaties  of  friendship, 
coraneice  and  navigation. 


...  __  _.   __       _._t  offer  foreign-owned  branches 
access  to  the  federal  deposit  insurance  lund  but  Instead 
would  require  branches  to  pledge  assets  OF  A   surety  bond 
against  their  deposits,  with  the  FDIC  as  cuBtodian  Of  the 
assets.   In  the  absence  of 
the  pledge  of  assets  night 

Last  year,  the  FDIC  vorked  with  Treasury  to  develop  m 
proposed  modification  of  Section  6  to  increase  the  attract Ivcnesi 

of  the  depoait  insurance  program  for  foreiTn  banks   Under 
this  proposal,  t  r.jncheB  in  the  U.S  would 

apply  [or  regul.i-  .  ■  ;  .  .-e  coverage  and  would  pay  th« 
standard  inHura'iCi.-  pj;  ■;,t..  ..;..  i. :  domaatic  member  institutions. 
In  addition,  the  branch  woi.IJ  pledge  idim  asaets  or  a  surety 
bond  to  the  FDIC  to  cover  any  additional  risk. 

The  Administration  supports  the  PDIC's  proposed  ■oditioatlon- 
However,  we  believe  that  depoait  insurance  should  ba  nandatory 
for  U.S.  branches  of  foreign  banks,  except,  as  noted  above, 
in  those  states  where  ■  tat«- charts  red ,  non-wnber  doaastlc 
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banks  aco  not  cequired  to  obtain  It.   MltA  these  changes, 
deposit  iDBurance  should  be  viable  for  U.S.  branches  of 
foreign  banks. 

*.    Interstate  Branching 

Let  ae  turn  finelLy,  Mr.  Chairman,  to  the  issue  of 
interstate  brenchinq  by  foreign  banXs.   In  Section  S  ol  the 
bill,  intei-state  branching  by  foreign  banks  vould  be  prohibited 
unless  national  banks  ace  accorded  the  same  prlvileqe. 
However,  foreign  bank  branchi  agency  and  commercial  lending 
operations  undervay  prior  to  May  1,  1976,  would  be  pcnanently 
grandfathered.   He  support  the  grandfathering  of  these 
operations  so  as  to  minimiie  the  disruption  of  ongoing 
banking  services  and  we  also  favor  changing  the  effective 
grandfather  data  to  exan^t  oparations  underway  on  July  1, 
1977.   Currently,  foreign  banks  may  establish  branches  in 
mora  than  one  state  where  the  law  of  each  state  perraits, 
although  domestic  banks  have  no  ability  to  branch  outside 
their  home  state.   This  occurs  because  foreign  bank  branches 
are  not  chartered  by  states  and,  therefore,  state  laws 
restricting  branches  chartered  by  other  states  are  not 
applicable.   Since  we  favor  equal  regulatory  treatnent  of 
foreign  and  domestic  banks,  we  support  a  prohibition  on 
Interstate  branching  by  foreign  banks  unless  and  until  U.S. 
banks  ore  accorded  the  same  privilege.   Bcrwever,  we  do  not 
favor  the  language  of  Section  S,  for  it  vould  subject  both 
state  and  nationally  licensed  foreign  branches  to  the 
restrictions  applying  only  to  domestic  national  banks. 
Vihile  the  basic  prohibitions  on  branching  imposed  by  state 
law  ars  adopted  by  Federal  law,  the  latter  contains  additional, 
aoaewhet  more  onerous  requirements  (e.g.,  higher  capital 
requirments)  -   He  suggest  that  the  subcoonlttee  could 
attain  its  intent  by  having  Section  5  phrased  to  apply  the 
branching  law  for  domestic  national  banks  to  nationally 
licensed  foreign  branches,  and  for  domestic  state  banks  to 
state  llosnsBd  foreign  branches. 

Conclusion 
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Mr.  St  Germain.  Thank  you,  Secretaiy  Solcmum. 
Now  we  will  hear  from  SeCTetary  Boeker.  We  will  put  yom 
statement  in  the  record  and  you  may  proceed. 

STATEMENT  OF  HON.  PAUL  H.  BOEKER,  DEPUTY  ASSISTANT  SEC- 
RETARY FOR  ECONOMIC  AND  BUSINESS  AFFAIRS.  DEPABT- 

HENT  OF  STATE 

Mr.  BOKKER.  Thank  you,  Mr.  Chairman. 

I  will  be  delighted  to  summeuize,  Mr.  Chairman,  since  you  are 
pressed  for  time  this  morning. 

I  am  pleased  to  a|mear  before  this  subcommittee  in  firm  support 
of  the  International  Banking  Act  of  1977.  We  believe  the  cono^  of 
bringing  foreign  banks  into  our  system  in  a  more  int^rated  man- 
ner is  a  sound  one  and  strongly  back  this  effort.  The  assurance  of 
equal  treatment  of  foreign  and  domestic  banks  in  l^e  United  Statu 
is  consistent  with  our  policy  of  welcoming  foreign  investment.  Tbie 
creation  of  comparable  operating  and  r^ulatory  authority  will  give 
further  concrete  evidence  of  our  intentions.  My  testimony  is,  there- 
fore, in  favor  of  the  International  Banking  Act  of  1977,  and  Uw 
suggestions  which  follow  are  intended  to  enhance  fiirther  its 
effectiveness. 

In  our  review  of  the  bill,  we  perceive  no  major  foreign  polic? 
problems.  We  are  concerned,  however,  that  certain  sections  may 
mipinge  upon  our  international  obligations  under  our  I^endship, 
Commerce  and  Navigation  (FCN)  treaties.  U.S.  Friendship,  Com- 
merce and  Navigation  treaties  with  major  banking  countries  gener- 
ally obligate  the  signatories  to  permit  freedom  of  establishment  of 
enterprises  of  the  other  party,  and  to  provide  national  treatment  of 
those  enterprises  once  established. 

To  help  resolve  these  concerns  we  would  like  to  make  the  follow- 
ing suggestions: 

We  believe  section  9  could  be  deleted.  The  establishment  of  a 
special  Federal  review  of  foreign  bank  applications  does  not  appear 
to  be  in  accord  with  national  treatment,  nor  with  our  open  door 
policy  toward  inward  investment,  and  it  appears  foreign  banks  will 
receive  appropriate  guidance  under  other  provisions  of  this  bill,  and 
other  laws  and  r^ulations. 

Section  6  could,  instead,  make  FDIC  insurance  optionttl  for  State 
nonmember  foreign  banks  in  those  States  where  FDIC  membership 
is  not  required.  This,  plus  the  Treasury/FDIC  effort  to  devise  a 
comparable  deposit  insurance  pn^ram  for  foreign  banks,  would 
help  assure  national  treatment. 

To  assure  comparable  treatment  under  the  branching  provisions 
of  section  5,  foreign  bfuiks  which  are  operating  as  nonmember  State 
branches  could  have  applied  to  them  the  same  laws  r^arding 
branches  that  the  individual  State  applies  to  domestic  State  banks. 

The  provision  in  section  8  of  a  permanent  grandfather  clause  for 
existing  securities  operations  of  foreign  banks  would  help  resolve 
that  concern,  and  the  Federal  Reserve's  proposed  amendment  to  the 
Bank  Holding  Company  Act  could  avoid  extraterritorial 
application. 
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With  these  changes,  foreign  banks  in  the  United  States  would  be 
irovided  basically  national  treatment,  and  there  should  he  little 
lasis  for  retaliation  by  foreign  governments  against  U.S.  banks 
perating  abroad. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Boeker  follows:] 

Statement  by  Paul  H.  Boeker 
Deputy  Assistant  Secretary  of 
Economic  amd  Business  Affairs 


Department  of  State 

Before  the  Subcommittee  on  Fimamcial  Ihstitutiohs, 
^  supervision.  Regulation  and  Insurance  of  the 
Committee  oh  Bankin6,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 


The    rNTEHHATIOMAI     RANKINfi   Af:T   OF   1977   (h.b.    7325) 

Nr.  Chairman: 

i  am  pleased  to  appear  before  this  subcommittee 

TO  DISCUSS  THE  INTERNATIONAL  BANKING  ACT  OF  1977  (h.R.  7325). 
Me  BELIEVE  T>IE  CONCEPT  OF  BRIHGIN6  FOREIGN  BANKS  INTO  OUR 
SYSTEM  IN  A  MORE  INTEGRATED  MANNER  IS  A  SOUND  ONE  AND  SUPPORT 
THIS  EFFORT.  ThE  ASSURANCE  OF  EQUAL  TREATMENT  OF  FOREIGN 
AND  DOMESTIC  BANKS  IN  THE  UNITED  STATES  IS  CONSISTENT  WITH 
OUR  POLICY  OF  WELCOMING  FOREIGN  INVESTMENT.  ThE  CREATION  OF 
COMPARABLE  OPERATING  AND  REGULATORY  AUTHORITY  MILL  GIVE  FURTHER 
CONCRETE  EVIDENCE  OF  OUR  INTENTIONS.   Hy  TESTIMONY  IS  THERE- 
FORE IN  SUPPORT  OF  THE  INTERNATIONAL  BANKING  ACT  OF  1977. 

In  our  REVIEW  OF  THE  BILL,  WE  PERCEIVE  NO  MAJOR 
FOREIGN  POLICY  PROBLEMS.  We  ARE  CONCERNED, HOWEVER ,  THAT  CERTAIN 
SECTIONS  NAY  IMPINGE  UPON  OUR  INTERNATIONAL  OBLIGATIONS  UNDER 

OUR  Friendship,  Commerce,  and  Navigation  (fcn)  treaties,  I 

Ha  FIRST  briefly  REVIEW  THE  NATURE  OF  THESE  TREATIES  AND 
TKH  PROCEED  TO  DISCUSS  THOSE  SPECIFIC  PARTS  OF  THE  BILL  WHICH 
HAVE  AROUSED  OUR  CONCERN. 
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ThF    FCH    TflFftTY 

The  traditional  FCN  treaty  is  designed  to  establish 
an  agreed  framework  mithih  hhich  mutually  beneficial  economic 

RELATIONS  CAN  TAKE  PUCE.   ThE  TREATY  PROVIDES  A  COMPREHENSIVE 
BASIS  FOR  THE  MUTUAL  PROTECTION  OF  COMMERCE  AND  CITIZENS  AND 
THEIR  BUSINESS  AND  OTHER  INTERESTS.  ThE  STANDARD  TREATY 
FIRMLY  COMMITS  THE  UNITED  STATES  TO  PERMIT  THE  FREE  ESTABLISH- 
MENT OF  FOREIGN-OWNED  ENTERPRISES  IN  MOST  SECTORS  OF  THE 
U.S.  ECONOMY  AND  INCLUDES  A  PROHIBITION  AGAINST  DENYING  TO 
BANKING  COMPANIES  OF  OUR  TREATY  PARTNERS  THE  RIGHT  TO  MAIN- 
TAIN BRANCHES  AND  AGENCIES  TO  PERFORM  FUNCTIONS  NECESSARY 
FOR  ESSENTIALLY  INTERNATIONAL  OPERATIONS  IN  WHICH  THEY  ENGAGE. 

noOERN  FCN  TREATIES  DO.  HOWEVER,  RESERVE  THE  RIGHT 
OF  EACH  PARTY  TO  LIMIT  THE  ESTABLISHMENT,  OR  CARRYING  ON, OF 
ENTERPRISES  ENGAGED  IN  BANKING  INVOLVING  DEPOSITORY  OR 
FIDUCIARY  FUNCTIONS.   ThE  TREATIES  ALSO  FORBID  THE  SIGNATORIES  ■ 
FROM  APPLYING  AGAINST  EACH  OTHERS*  FOREIGN  OMNED  ENTERPRISES 
ALREADY  FSTAHL ISHED  IN  THEIR  TERRITORIES  NEW  DEROGATIONS  FROM 
NATIONAL  TREATMENT  —  I.E.,  TREATMENT  WHICH  DISCRIMINATES 
AGAINST  FOREIGN  BANKS  AS  OPPOSED  TO  DOMESTIC  BANKS. 

The  ENACTMENT  OR  APPLICATION  OF  LEGISLATION  AT  VARIANCE 

WITH  United  States  treaty  obligations  would  be  unfortunate  not 

ONLY  BECAUSE  IT  CONFLICTS  WITH  OUR  INTERNATIONAL  COMMITMENTS, 
BUT  ALSO  BECAUSE  IT  MOULD  WEAMN  THE  ABILITY  OF  THE  UNITED  STATES 
TO  UTILIZE  OUR  FCNs,  WHERE  NECESSARY,  AS  A  BASIS  FOR  CALLING 
INTO  QUESTION  ACTIONS  OF  FOREIGN  GOVERNMENTS  WHICH  ARE  NOT  IN 
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COWFORHin  KITH  THE  TREATIES.  61VEN  THE  IMPORTANT  PROTECTION 
AND  RISKTS  PROVIDED  AMERICAN  CITIZENS  UNDER  THESE  FCtIS— 
INCLUDING  GUARANTEES  OF  FAIR  AND  EQUITABLE  TREATMENT,  THE 
RI6HT  TO  ESTABLISH  AND  ACQUIRE  ENTERPRISES  IN  THE  TREATY 
partner's  TERRITORY*  AND  THE  OBLIGATION  TO  PAY  FULL  COM- 
PENSATION FOR  NATIONALIZED  PROPERTY—MAINTAIN  I NQ  THE  INTEGRITY 
OF  THESE  TREATIES  IS,  WE  BELIEVE,  VERY  MUCH  IN  THE  INTEREST 

OF  THE  United  States, 
PossrHiF  FCH  VioiftTinHs 

He  BELIEVE  THAT  THERE  ARE  THREE  POSSIBLE  FCH  VIOLATIONS 
IN  THE  BILL, 

1)  The  FIRST  REGARDS  SECTION  9,  WHICH  HOULD  ESTABLISH 

A  SPECIAL  Federal  review  of  foreign  bank  applications.  This 

MAY  violate  our  TREATY  OBLIGATIONS  IN  SO  FAR  AS  IT  IS  A  NEW 
MEASURE  WHICH  WOtfLD  APPLY  TO  THE  ESTABLISHMENT  OF  BANKING 
OPERATIONS  WHICH  DO  NOT  INVOLVE  DEPOSITORY  OR  FIDUCIARY  FUNCTIONS. 
The  SECTION  mould  apply  only  to  foreign  BANKS  AND  WOULD  ESTAB- 
lish criteria  over  and  above  those  normally  applied  to  both 
foreign  and  domestic  banks,  therefore,  this  provision  would 
appear  to  be  contrary  to  the  national  treatment  provisions 
of  treaties  which  we  have  with  most  of  the  major  banking  nations, 

2)  Section  6,  which  requires  handatory  deposit  insurance 

FOR  foreign  BANKS,    IS  ANOTHER  PROVISION  WHICH  NAY  HAVE  SIG- 
NIFICANT treaty   IMPLICATIONS  DERIVING  FROM  NEW  DEPARTURES 
FROM  NATIONAL  TREATMENT  FOR  ESTABLISHED  BANKS,      TO  THE  EXTENT 
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this  provision  requires  of  established  foreign  banks  deposit 
insurance  hhich  is  not  required  of  dchestic  banks^  it  appears 
to  violate  our  treaty  obligations^  especially  if  this  reouire- 
hent  is  substantially  pure  burdensome. 

3}  Section  5  mould  prohibit  interstate  branchino  by 
foreign  banks,  except  for  grandfathered  operations  so  long 
as  national  banks  are  unable  to  operate  a  branch  outside 

THEIR  HEADQUARTERS  STATE.   ThE  PROHIBITION  DOES  Ml  APPLY 

to  state-chartered  foreign  banks  which  are  not  federal 
Reserve  System  hehbers.  This  restriction  mould  prohibit 
foreign  banks  operating  through  state -charter ed  branches 
from  participating  in  any  future  regional  agreements  to  permit 
interstate  branching  by  domestic  state-chartered  banks,  and 
hould  appear  to  constitute  a  new  limitation  on  national  treat- 
ment inconsistent  with  our  treaty  obligations,  current  state 
laws  00  not  currently  allow  interstate  branching,  so  this 
concern  is  minor. 

Other  Concerns 

i  have  noted  that  section  9  may  be  in  violation  of 
our  fcn  treaties.  1  would  also  like  to  observe  that  this 
special  review  of  foreign  bank  entry  conflicts  with  our  general 
open  door  policy  on  inward  investment  and  could  establish  an 
unfortunate  precedent  for  review  of  foreign  investment  in 
other  sectors. 

Section  8  subjects  foreign  banks  and  bank  holding 
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COMPANIES  TO  VARIOUS  PROVISIONS  OF  THE  BaHK  HOLDING  COMPANY 

Act  of  1956.  This  haises  the  problem  of  extraterritoriality 
to  the  extent  that  it  night  apply  to  the  activities  of  f0rei6n 
banks  outside  u.s.  jurisdiction  csuck  as  investments  in  other 
companies  hhich  have  n0hbankin6  operations  in  the  united  states.) 

Finally,  foreign  banks  have  expressed  concern  that 
Section  8  mould  require  divestiture  of  existins  securities 
activities  in  tme  United  States  by  1985. 


I  MOULD  like  to  OFFER  THE  FOLLOMING  SUGGESTIONS  TO 

help  resolve  the  concerns  expressed  above: 

1)  Section  9.  This  section  could  be  deleted.  Foreign 

BANKS  will  receive  APPROPRIATE  GUIDANCE.  WHETHER  FEDERAL  OR 

State  branches  or  agencies,  under  other  provisions  of  this  bill. 

2)  Section  6.  A  preferred  resolution  of  our  concern 

HOULS  BE  TO  HAKE  FDIC  INSURANCE  OPTIONAL  FOR  StATE  NON- 
MEHBER  foreign  banks  IN  THOSE  STATES  WHERE  FDIC  MEMBERSHIP  IS 
NOT  REQUIRED.  HE  SUPPORT  THE  TrEASURY/FDIC  EFFORT  TO  OFFER 
A  DEPOSIT  INSURANCE  PROGRAM  FOR  FOREIGN  BANKS  COMPARABLE  TO 
THAT  REQUIRED  FOR  DOMESTIC  BANKS. 

3)  Section  5..  To  assure  comparable  treatment,  foreign 
banks  which  are  operating  as  non-member  state  branches  could 
have  applied  to  them  the  same  lams  regarding  branches  that  the 
individual  state  applies  to  domestic  state  banks. 

*()  Section  8.  This  section  could  contain  a  non-term i hating 
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GRANDFATHER  CLAUSE.      ALSO,   A  PROVISION  COULD  BE  PROVIDED 
TO  AVOID  EXTRATERRITORIAL  APPLICATION.      In  THIS  REGARD  NE 

SUPPORT  THE  Federal  Reserve's  proposed  amendment  to  the  Bmik 
Holding  Company  Act. 

With  these  changes,  foreign  banks  in  the  U.S.  muld 

BE  provided  basically  HATIMAL  TREATnENT,   AKD  THERE  SHOULD 

be  little  basis  for  retaliation  bv  foreign  governments 
against  u.s.  banks  operating  abroad. 

Thank  you,  FIr.  Chairman 
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Mr.  St  Gebmam.  Thank  you  for  a  well  summarized  statement. 

Secretary  Solomon,  on  page  5  of  your  statement  with  respect  to 
the  grandrathering  of  securities  activities,  I  eim  intrigued. 

In  the  third  paragraph  you  state: 

We  b«li«v«  div«atitun  would  be  inequitable  to  the  fbreign  banka  who  establiahed 
themelvea  ben  under  the  nilee  <d  tne  game  prevailing  at  the  time. 

Were  there  any  rules  and  are  there  any  rules  today?  Is  it  not  a 
fact  that  there  has  been  and  is  an  absence  of  any  rules  on  a  Federal 
level? 

Mr.  Solomon.  I  don't  understand  your  question,  Mr.  Chairman. 

Mr.  Sr  Germain.  That  is  because  I  don't  understand  your  state- 
ment. You  say  on  page  5: 

We  believe  divestiture  would  be  inetjuitable  to  the  foreign  banks  who  eatabliahed 
themaelvee  here  under  the  rules  of  the  game  prevailing  at  the  time, 

Mr.  Solomon.  At  the  time,  in  1933,  since  1933? 

Mr.  Sr  Gbruain.  Right.  There  have  been  no  rules. 

Mr.  Solomon.  Right. 

Mr.  St  Germain.  We  are  attempting  to  establish  rules  with  this 
l^islation.  There  is  an  absence  of  rules  or  regulations,  is  there  not? 

Mr.  Solomon.  That  is  correct,  but  it  was  perfectly  legal,  Mr. 
Chairman,  in  these  43  years  for  them  to  establisn  securities 
afRliates. 

Mr.  St  Germain.  Because  there  were  no  rules. 

Mr.  Solomon.  Isn't  that  true  of  many  areas  of  national 
economics? 

Mr.  St  Germain.  Because  there  were  no  rules.  Therefore,  how 
can  you  say  rules  prevailing,  when  there  are  no  rules?  Now,  this 
le^lation  was  first  introduced  in  1974,  cmd  you  are  asking  us  to 
extend  this  grandfathering  despite  the  action  taken  last  year — what 
is  the  recommended  date? 

Mr.  Solomon.  July  1,  1977. 

Mr.  St  Germain.  That  troubles  me.  I  mecm,  you  talk  about 
competitive  equality  as  opposed  to  reciprocity.  Certainly  if  that  is 
the  philosophy  we  are  following,  I  am  a  little  troubled  by:  One,  your 
saying  no  rules  and  two,  your  saying  let's  bring  the  grandfathering 
forward  to  July  1,  1977,  despite  the  fact  that  these  fore^  banks 
have  known  full  well  that  the  push  was  on  since  1974  for  this 
legislation. 

Mr.  Solomon.  It's  up  to  the  subcommittee,  of  course,  Mr.  Chair- 
man, to  make  its  own  judgment  as  to  the  appropriateness  of  the 
cutoff  date.  We  just  felt  that  since  this  was  the  date  that  you  had 

?reviou8ly  established,  when  the  bill  was  considered  in  1975  and  in 
976,  that  it  would  be  more  equiteble  to  update  the  cutoff  date. 

Mr.  St  Germain.  You  don't  consider  that  the  actions  over  the 
past  3  or  3i  years,  should  have  served  notice  to  these  foreign  banks 
establishing  security  affiliates? 

Mr.  Solomon.  Mr.  Chmrman,  I  am  not  familiar  whether,  in  these 
3  years,  new  security  affiliates  have  been  established. 

Mr.  Sr  Germain.  It  that  be  the  case,  why  the  request  to  move  the 
date  forward  to  July  1,  1977? 

Mr.  Solomon.  Normftlty  in  grandfathering  one  tends  to  use  a  date 
that  is  not  too  far  distant  in  the  past.  I  can  supply  for  the  record 
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what  new  security  afEiliates  have  been  estabiished,  in  the  S-year 
interval.  That  might  help  the  subcommittee. 

Mr.  St  Gkrmain.  It  would,  yes.  At  the  bottom  of  page  7,  I  am 
bothered  here  also: 

The  admin  JBtration  supports  the  FDICa  i»tipoMd  modifkatiaa.  Hmnmt,  «i 
believe  that  deposit  insurance  should  be  mandatory  for  US.  brsncboa  of  Idnip 
bonlu  except,  as  noted  above  in  ihaae  States  where  Stat^chaiteml  iwiiiiiilwi 
domestic  banks  are  not  required  to  obtain  it. 

We  have  done  a  lot  of  work  on  bank  failures.  We  had  a  buk 
failure  in  Rhode  Island  very  recently;  no  deposit  insurance,  a  rather 
tragic  situation  for  the  depositors  who  for  the  most  part  were  not 
sophisticated  depositors,  lliey  were  hard-working  people  who  hMl 
b^n  deceived,  so  to  speak,  because  the  State  had  granted  a  charter 
to  this  institution.  They  readily  accepted  the  judffiient  of  the  Stat* 
ofdcials  who  granted  this  charter,  which  proved  to  be  very  errone- 
ous. As  a  matter  of  fact,  the  State  should  have  been  on  notice  that 
the  liabilities  exceeded  the  assets  when  they  approved  the  charter. 

Now,  it  seems  to  me  that  we  in  the  Congress,  rather  than  to  st 
back  and  say  well,  in  those  States  where  they  don't  require  innir- 
ance  they  need  not  have  insurance,  we  should  make  every  eObrt 
absent  saying  to  the  State  legislatures  you  must  henceforth  require 
deposit  insurance,  to  encourage  and  to  twist  very  gently  the  arms  of 
the  State  legislatures  in  each  and  eve^  State  of  tlus  Union,  to 
achieve  the  goal  of  insurance  for  every  financial  institution  in  the 
country  this  country  should  have  deposit  insurance? 

Don  t  you  feel  that  is  the  goal  that  we  should  seek? 

Mr.  Solomon.  In  general,  I  would  agree,  Mr.  Chairman.  We  were 
looking  in  this  area  to  avoid  emy  charges  of  departing  fnnn  eiKt 
competitive  equality,  and  there  were  only  nine  States  involwBd. 

Now,  most  of  the  depositors  are,  of  course,  corporate  depoaitoni, 
but  there  are  some  individuals  who  should  be  protected,  wnere  the 
deposit  insurance  is  important.  That  is  not  in  our  view  an  impor 
tant  recommendation  on  the  part  of  the  Treasury. 

Mr.  St  Germain.  That's  good  to  hear,  because  I  really  and  truly 
feel  if  we  are  going  to  require  deposit  insurance  for  these  forei|n 
banks,  then  we  should  not  in  any  way  indicate  to  these  nine  States 
that  are  still  dragging  their  heels  that  we  agree  with  tbeir  not 
requiring  deposit  insurance  of  State-chartered  banks.  We  do  raquiie 
it  of  all  nationally  chartered  banks.  That  is  a  sine  qua  non,  as  yoa 
know. 

Mr.  Solomon.  It  could  possibly  be  interpreted  in  some  quarten  ■■ 
a  departure  from  national  treatment,  but  on  the  other  hand,  I  think 
it's  a  de  minimis  case,  and  I  don't  feel  that  in  itself  would  be  UkdJ 
to  provoke  retaliation. 

Mr.  St  Germain.  Perhaps  it's  because  of  the  trauma  that  I 
observed  in  a  recent  case,  the  one  I  cited,  of  hard-working  P^"^ 
faced  with  a  situation  wherein  they  would  lose  their  entire  uft 
savings,  and  I  am  perhaps  a  little  more  sensitive  in  this  area. 

Mr.  Annunzio? 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  have  stated  in  your  statement  you  do  not 
favor  granting  the  Federal  Government  review  procedures  owef 
State-chartered  foreign  banks  as  this  procedure  would  deviate  frooi 
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policy  of  national  treatment.  Would  it  not  also  deviate  from 
tiozial  treatment  to  grant  the  Federal  Reserve  Board  authority  to 
,  reserves  on  foreign-owned,  State-chartered  banks? 
Mr.  Solomon.  You  are  right  in  a  certain  eense,  Mr.  Annunzio. 
ere  are  some  compelling  reasons  of  overall  monetary  policy  as 
9  presence  <^  foreign  banks  and  particularly  big  foreign  bank 
uiches  begins  to  grow  in  this  country.  I  feel  that  the  substantive 
»inpt  to  reduce  disparities  and  give  something  more  close  to 
taonal  treatment  is  a  worthy  objective,  and,  therefore,  we  support 
»  subcommittee's  bill. 

We  recognize  that  in  certain  areas  there  will  be  other  factors 
lich  will  have  to  prevail  over  an  exact,  formalized  type  of 
ualiW.  The  Fed  has  made  a  very  convincing  argument,  we  feel, 
at  emctive  monetary  policy  does  require  the  right  to  set  reserve 
tioB.  We  believe  that  this  is  not  the  kind  of  departure  from 
itional  treatment  in  r^ard  to  State  nonmember  banks  that  would 
!  badly  received  abroad  to  a  d^^^'ee  that  would  cause  us  serious 
obletns.  But  you  are  absolutely  right,  sir,  that  technically  it  is 
Bbrent,  because  reserves  are  set  in  the  case  of  State  nonmember 
inks  by  the  State  authorities,  not  by  the  Federal  Reserve. 
Mr.  Annunzio.  Mr.  Secretary,  I  have  sat  all  through  the  hearings 
uB  last  session  on  this  >  legislation,  and  I  am  sitting  through  the 
fyringii  doing  the  best  I  can  to  get  to  all  of  the  hearings.  What  you 
(ould  state  for  the  record  so  the  American  people  can  have  a  full 
sderatanding  is  that  we  do  have  American  banks  in  Rome,  in 
mdon,  and  in  Frankfort  and  Brussels.  We  have  Bank  of  America; 
e  have  the  Chase  Manhattan;  we  have  First  National  Bank  of 
tiicago;  we  have  Continental  Bank;  you  name  it,  we  have  branches 
.  these  foreign  countries. 

For  the  record  so  that  the  American  people  can  understand,  you 
low,  we  are  not  just  a  chosen  people,  that  everybody  else  is  wrong 
id  we  are  always  r^ht,  what  about  the  treatment  of  American 
inks  in  these  foreign  countries? 

Mr.  Solomon.  You  mean  as  a  result  of  this  bill,  Mr.  Annunzio? 
Mr.  Annunzio.  No.  We  didn't  pass  the  bill  yet.  How  are  they 
eated  now? 

Mr.  Solomon.  On  the  whole  the  treatment  has  been  very 
tnerous. 

Mr.  Annunzio.  Take  Germany,  for  example.  In  Germany  do  they 
imply  with  the  German  bank  laws?  A  German  bank  can  have  an 
iterest  in  a  crop  corporation,  where  an  American  bank  cannot. 
hey  have  their  own  laws.  In  other  words,  I  would  like  the  record  to 
ate  that  American  bankers  and  American  citizens  who  are  in 
lese  foreign  countries  and  are  established  there,  the  kind  of 
eatment  that  we  get.  Now  if  they  are  getting  good  treatment,  tell 
1. 

Mr.  Solomon.  They  are,  sir. 
Mr.  Annunzio.  They  are? 

Mr.  Solomon.  On  the  whole,  U.S.  branches 

Mr.  Annunzio.  On  the  whole,  if  they  are  getting  good  treatment, 
e  have  to  reciprocate.  There  is  a  little  matter  of  reciprocity  there. 
Mr.  Solomon.  You  are  talking  about  certain  countries  in  Europe 
rimarily  where  I  can  answer  in  the  affirmative.  There  are  one  or 
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two  other  countries  of  importance  where,  I  beheve,  if  there  is  not 
formal  discrimination  there  may  be  some  de  facto  discrimination, 
but  in  regard  to  most  countries  in  Europe  and  in  the  Europein 
Economic  Community  I  think  they  receive  comparable  mitinnal 
treatment  in  their  mE^or  activities. 

Mr.  Annunzio.  What  I  am  getting  at  is  I  would  like  the  record  to 
show  we  are  treated  in  Europe  in  a  manner  consistent  with  tlie 
obligations  that  those  people  have  to  their  own  countries.  Are  we, 
Mr.  Chairmfui?  You  are  shaking  your  head. 

Mr.  St  Germain.  You  know  the  subcommittee  did  visit  five 
countries  last  year. 

Mr.  Annunzio.  I  wasn't  one  of  those,  because  I  read  the  newqw- 
pers,  and  I  didn't  go  on  the  trip. 

Mr.  St  Germain.  I  would  state  it's  the  first  trip  I  ever  took. 

Mr.  Annunzio.  I  don't  care  if  you  have  taken  12  trips.  I  have 
taken  15,  but  I  missed  that  trip. 

Mr.  St  Germain.  The  point  is  that  we  did  determine  that  as  ^ 
as  tjie  depository  institutions  are  concerned 

Mr.  Annunzio.  I  am  happy  the  chairman  is  bringing  that  point 
across. 

Mr.  St  Germain.  There  are  in  some  countries  some  difFeresti- 
aUon  between  the  domestic  banks  and  oiu'  banks  operating  there, 
not  on  international  trade.  However,  as  far  as  depository  institu- 
tions are  concerned,  in  their  fiduciary  capacity,  just  as  Mr.  Boeker 
citee  in  his  statement,  that  these  are  the  ezcepUons  from  the  treaty. 
In  other  countries;  they  are  not  allowed  to  take  deposits,  domestic 
deposits. 

Mr.  Annunzio.  Right. 

Mr.  St  Germain.  So  there  are  some  differentiations. 

Mr.  Annunzio.  I  appreciate  the  chairman  helping  me  out,  be- 
cause you  see,  as  Members  of  Congress,  when  we  get  elected  from  a 
district,  we  don't  have  a  crystal  ball,  we  can't  possibly  know  all  at 
these  things  that  are  going  on.  Your  two  witnesses  are  spedalists  in 
your  field.  This  is  alt  you  have  to  concentrate  on.  I  get  2,000  letters 
a  month  on  all  different  kinds  of  subjects,  and  when  a  committee  of 
Congress  does  go  to  a  foreign  country  to  make  a  study  of  a  particu- 
lar problem,  we  have  the  whole  press  down  on  our  necks. 

How  are  we  supposed  to. find  out  what  is  going  on  if  we  don't  go 
over  and  look?  i  want  to  make  that  clear,  Mr.  Chairman,  so  the 
more  we  cut  down  these  trips  the  less  effective  we  are  becoming, 
and  the  more  mone^  it's  going  to  cost  the  taxpayers,  not  like  some 
people  who  would  like  to  have  ^ou  believe  that  we  are  wasting  the 
taxpayers'  money.  We  are  wasting  it  if  we  don't  go  abroad  and  find 
out  miat  is  going  on  and  improve  our  relationship  with  some  of 
these  foreign  countries.  We  will  be  wasting  the  taxpayers'  money  as 
the  years  go  on. 

We  are  a  lot  better  off  going  overseas  like  you  fellows  to  find  out 
what  is  going  on.  There  is  no  reason  why  we  should  be  deprived 
from  not  going  on  some  of  these  trips. 

I  know  my  time  has  expired,  and  that  is  another  good  thing  in  the 
Congress  that  we  do.  You  see  we  never  heard  anybody  but  our^ 
selves.  Now  I  am  cut  off,  I  can't  ask  you  any  more  c 
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Mr.  St  Gbbbuin.  I  assure  the  gentleman,  if  he  would  like  the 
mmrtunity  on  the  second  round,  he  will  be  recognized. 

Mr.  Annunzio.  If  I  am  here  I  will  be  recognized  for  the  third 
round. 

Mr.  St  Germain.  Mr.  Hyde? 

Mr.  Htdi.  Thank  you,  Mr.  Chairman.  It's  a  great  temptation  to 
yield  my  time  to  Mr.  Annunzio. 

Mr.  Annunzio.  You  know,  Mr.  Hyde,  I  will  accept  it. 

Mr.  Hydk.  I  know  it. 

Let  me  ask.  Secretary  Solomon  or  Secretary  Boeker,  aren't  we 
SiTing  away  a  bargaining  chip  in  this  bill?  Aren't  there  countries  we 
acm't  have  treaties  with  that  might  present  some  problems  if  we 
permit  them  to  open  banks  in  this  country?  I  am  thinking  of  the 
Bank  of  Uganda,  the  Bank  of  Cuba,  and  the  Bank  of  Vietnam.  We 
are  really  putting  no  restrictions  whatsoever  on  foreign  beuiks 
operating  in  this  country. 

Shouldn't  there  be  some  reciprocity  requirements  cranked  into 
thisbiU? 

Mr.  Boeker? 

Mr.  BOKKEB.  We  have  considered  that  question,  and  Mr.  Solomon 
commented  in  his  statement,  I  think,  along  the  same  lines  I  would, 
that  in  this  case  reciprocity  would  not  appear  to  be  an  efficient 
principte  in  terms  of  our  own  interests  on  which  to  organize  this 
nil.  It  would  give  us,  in  effect,  a  panoply  of  differing  regulations 
applying  to  different  foreign  banks  depending  on  what  kind  of 
treatment  U.S.  banks  got  in  their  jurisdiction. 

I  think  the  basic  approach  of  the  bill,  which  is  not  reciprocity  but 
an  effort  to  provide  equality  in  a  different  plane,  that  is  equetlity  of 
treatment  between  foreign  banks  operating  in  the  United  States 
and  domestic  banks  operating  in  the  United  States,  is  a  sounder 
boBiB  for  building  U.S.  policy  on  regulation  of  foreign  banks. 

I  think  in  most  of  the  countries  overseas  where  we  do  major 
banking  business,  U.S.  banks  are  treated  quite  generously,  as  Mr. 
Solomon  says.  There  certainly  are  cases,  and  many  cases  in  the 
developing  world — and  some  of  them  you  cited — where  our  banks 
are  provided  very,  very  limited  opportunities  or  none. 

I  am  not  sure  that  these  cost  the  U.S.  banking  industry  a  great 
deal  in  many  cases,  and  1  think  we  probably  have  other  means  of 
doling  with  it,  within  our  overall  relationship  with  those  countries. 
Certainly,  wherever  U.S.  banking  is  not  offered  a  fair  opportuity  to 
do  businees,  it  would  be  one  of  our  objectives  in  our  overall  foreign 
relations  to  try  to  deal  with  that  by  seeking  an  FCN  treaty,  euid  if 
we  can't  get  that,  by  trying  to  pursue  the  same  Interests  ouierwise; 
but  I  don  t  think  the  best  means  to  do  that  is  through  reciprocity 
provisions. 

Mr.  Htdk.  In  other  words,  this  isn't  the  appropriate  vehicle  to 
address  that  problem. 

Mr.  BosKEB.  Right. 

Mr.  Htde.  All  right.  I  have  no  further  questions. 

I  yield  back  my  time. 

Afr.  Sr  Germain.  Mr.  Allen? 

Mr.  AuJM.  Thank  you,  Mr.  Chairman. 

Secretary  Solomon,  will  you  repeat  or  clarify  for  me  the  state- 
ment you  made  about  the  requirements  in  this  bill  with  respect  to 
antidiscrimination? 
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Mr.  Solomon.  Yes,  sir. 

Our  understanding  is  that  the  foreign  bank  branches 
complying  fully  with  U.S.  laws.  We  have  no  information  on  n; 
situation  where  there  has  been  a  complaint.  I  am  not  saying  it  mqr 
not  have  existed  at  some  time,  but  we  asked  throughout  tic  - 
executive  breuich,  and  we  have  had  no  reports.  Therefore,  to  sin^ 
out  hank  branches  and  to  say  U.S.  antidiscrimination  laws  Bhoiul 
apply,  seems  to  us  not  only  unnecessary  but  it  almost  is  not  word^ 
of  the  dignity  of  the  United  States. 

It  gives  the  impression  in  some  way  they  have  been  exempt  fnoi 
the  law,  or  they  have  possibly  not  even  been  obeying  it.  It  don 
represent  a  clear  departure  from  national  treatment,  particuloilr 
the  oath — the  second  part  of  the  antidiscrimination  proviaam— 
since  we  do  not  require  that  oath  from  domestic  banks.  Thereftn, 
those  were  the  specific  reasons  for  our  recommendation  that  thtf 
section  be  deleted. 

Mr.  Allen.  Do  you  mean,  Mr.  Solomon,  that  it  is  your  under 
standing  that  under  the  law  American  banks  are  not  required  to 
provide  employment  on  an  equal  basis  and  to  comply  with  equal 
rights  and  protection  under  the  Fourteenth  Amendment  of  the 
Constitution  of  the  United  States  to  employment  and  otherwise? 

Mr.  Solomon.  On  the  contrary,  Mr.  AUen.  My  statement  meant 
to  say — and  I  thought  I  said — that  both  domestic  banks  and  foreign 
bank  branches  are  under  U.S.  law  and,  U.S.  sovereignty,  and  they 
have  to  comply  with  those  laws. 

Mr.  Allen.  If  they  are  already  doing  it  how  would  they  be  in  any 
way  hurt  by  having  it  written  into  the  law? 

Mr.  Solomon.  They  would  not  be  hurt;  their  dignity  might  be 
offended  at  having  to  swear  an  oath  which  is  not  being  asked  <d 
American  bankers.  But  it  would  also  give  them  a  clear-cut  case  fin* 
pointing  to  discriminatory  departure  from  national  treatment.  They 
would  not  be  hurt  by  it. 

Mr.  Allen.  Tell  me,  Mr.  Secretary,  if  the  Arabs  have  a  bank 
here,  or  open  a  bank  here,  do  you  think  they  will  be  emplf)ying  s^ 
seeking  the  business  of  the  Jewish  community  and  people  firom  the 
Jewish  community? 

Mr.  Solomon.  I  am  not  sure  I  understand  the  import  of  your 
question. 

Mr.  Allen.  I  say,  if  the  Arabs  should  open  a  bank  here,  or  a 
branch  here,  do  you  think  that  they  would  give  equal  employment 
opportunities  and  opportunities  to  borrow  money  to  the  Jevm  in 
America? 

Mr.  Solomon.  I  believe  that  the  existing  laws  are  quite  clear,  sir, 
and  if  they  were  willing  to  violate  those  laws,  I  don't  see  why  they 
wouldn't  be  willing  to  violate  any  additional  reaffirmation  of  the 
previous  laws. 

Mr.  Allen.  In  other  words,  it's  just  reaffirmation  in  this  bill  that 
bothers  you,  and  not  the  fact  they  would  be  required? 

Mr.  Solomon.  That  is  right. 

Mr.  Allen.  To  comply? 

Mr.  Solomon.  I  have  no  substantive  problem  at  all  with  the  laws 
on  antidiscrimination.  I  have  suffered  from  it  mjrself  and  the  laws 
are  a  great  thing. 

Mr.  Allen.  I  understand  both  you  and  Mr.  Boeker  have  indicated 
that  in  those  States  whose  legislatures  do  not  require  Federal 
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teposit  insurance  for  deposits,  that  you  do  not  think  that  foreign 
baoikB  should  be  required  to  provide  insured  deposits  for  their 
Inoutors?  Is  that  correct? 

-Mr.  Solomon.  As  I  explained  to  the  chairman,  this  is  a  formal 
Isperture  from  achieving  the  stated  objective  of  the  bill,  which  is 
■quality  where  it  can  be  achieved.  Now,  it's  not,  I  think,  a  m^or 
■aough  issue  to  provoke.  This  is  my  own  personal  judgment  find  Mr. 
Boeker  may  differ,  but  I  don't  think  it's  a  major  enough  issue  if  the 
lubconunittee  were  to  disregard  that  recommendation,  to  provoke 
Atarges  of  discriminatory  departure  from  national  treatment.  But  it 
m  open  to  that  charge.  Since  there  are  so  few  banks  that  are  in  that 
category,  namely  State-chartered  nonmember  banks  in  those  nine 
States — there  are  only  nine  where  FDIC  insurance  is  not  compul- 
lory — it  seems  to  me  that  the  subcommittee  might  consider  this 
letion. 

I  said  before,  Mr.  Chairman  and  Mr.  Allen,  this  is  not  a  mtgor 
iasue. 

Mr.  Boeker.  May  I  just  say  I  don't  disagree  with  that,  and  it 
■eeniB  to  me  this  is  a  small  problem  of  States  that  do  not  require 
PDIC  insurance  of  State-chart«red  nonmember  banks. 

The  national  treatment  question,  it  seems  to  me  here  is  eiIso  a 
nuanced  one,  in  that  national  treatment  in  this  circumstance  would 
say  that  we  should  not  apply  to  foreign  banks  treatment  that  is 
substantially  different  from  that  applied  to  domestic  banks.  This 
question  relates  not  only  to  whether  or  not  deposit  insurance  is 
required,  but  to  whether  the  form  of  deposit  insurance  is,  in  fact, 
roughly  comparable  to  what  would  be  required  of  others  or  is 
substantially  more  burdensome.  The  thought  that  I  had  indicated  in 
□w  statement  was  that  the  same  objective  might  be  achieved  by 
onering  to  foreign  banks,  including  State-chartered  nonmember 
bonks,  deposit  insurance  which  was  not  substantially  more  burden- 
some than  that  available  to  domestic  banks.  If  that  were  attractive 
enough,  the  objective  could  be  achieved  for  all  foreign  banks  with- 
out necessarily  making  it  mandatory  for  this  small  category.  But  it 
is  not  a  me^or  issue. 

Mr,  Allen.  I  have  been  informed  my  time  has  expired,  but  when 
I  come  back  to  the  second  round  I  am  going  to  ask  you  to  be 
considering  this  question: 

If  we  ere  not  going  to  require  them  to  insure  their  accounts  with 
the  Federal  Deposit  Insurance  Corporation,  would  you — and  don't 
answer  this  now  because  my  time  has  expired — would  you  favor  a 
requirement  that  they  put  on  their  pass  books  and  deposit  books  a 
statement,  "Your  deposit  is  not  insured."? 

Mr.  St  Germain.  Mr.  Derrick? 

Mr.  Derrick.  I  have  no  questions,  Mr.  Chairman. 

Mr.  St  Germain.  Mr.  Leach? 

Mr.  Leach.  Thank  you,  Mr.  Chairman. 

Secretary  Solomon,  you  give  a  very  reasoned  case  for 
grandfathering  securities  operations.  But  I  would  like  to  make  an 
observation  and  ask  several  questions  about  this  issue. 

The  goal  in  law  is  usually  equitabUity,  and  it  seems  to  me  that  we 
are  creating  inequitability  vis-a-vis  our  own  banking  system  when 
we  allow  some  banks  to  do  something  that  other  banks  are  not 
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allowed  to  do,  and  that  the  only  equitability  here  is  some  sort  of  u 
quid  pro  quo  abroad,  meaning  that  somehow  our  banka  will  be  f^mt  \ 
greater  latitude  in  their  operations  abroad  in  exchange  for  gaiig  I 
greater  latitude  for  foreign  bank  werations  here,  but  this  mnew 
equitability  for  a  few  banks  onl^.  What  I  would  like  to  know  is  ii 
there  any  danger  of  retaliation   if  we  do  not  authorize  the 
grandfathering  provision,  and  if  so,  where,  and  what  banks  will  be 
affected? 

Mr.  Solomon.  First,  Mr.  Leach,  the  reasons  for  Feconunending 
permanent  grandfathering  go  beyond  that  of  simple  retaliation,  bid 
let  me  answer  the  question  of  retaliation. 

This  is  an  intangible.  Clearly  we  have  had  clear  expreasioni  of 
displeasure  and  concern  from  certain  foreign  governments,  Ger^ 
many  and  Switzerland  to  name  two,  that  the  whole  thrust  of  the 
bill  they  feel  in  some  way  is  not  fair,  given  the  treatment  of 
American  banks  in  their  countries. 

I  feel  they  would  have  much  less  of  an  euvument,  substantiaUy 
less  of  an  argument,  if  we  were  not  forcing  divestiture  of  existing 
operations  which  have  operated  here  during  this  last  40-year  period 

I  do  not  know  what  form,  if  any,  the  retaliation  or  the  restrictive 
actions  might  take.  There  might  not  be  any  at  all.  But  then  then 
might  very  well  be.  I  think  it  is  also  fair  to  rect^nize  the  overaU 
improvement  and  continued  growth  of  international  banking  and 
multinational  banking,  the  emplojrment  giving  flows  of  capital  end 
trade  which  are  of  mutual  benefit. 

We  certainly  should  not  think  of  this  as  a  one  way  conoessiOD. 

Mr.  St  Germain.  Secretary  Solomon,  I  wish  you  would  look  at 
Govemer  Gardner's  testimony,  both  yesterday  and  when  he  came 
before  us  as  representing  the  Treasury  on  this  issue  of  retaliation. 
He  agreed  yesterday  that  the  only  indication  of  any  type  of  retali- 
ation we  would  get  is  not  from  the  central  banks  but  rather  from 
some  of  the  foreign  banks  that  have  voiced  this.  No.  1. 

No.  2,  you  are  familiar  with  the  Blundon  committee. 

Mr.  Solomon.  Let  me  answer  your  first  point,  Mr.  Chairman.  1 
have  received  two  communications  from  two  European  governments 
which  have  pointed  out  the  problems  that  this  will  give  them;  that 
they  have  not  engaged  in  restrictions  so  far  on  U.S.  branches  there; 
that  this  whole  question  became  a  political  question  in  their  coun- 
tries and  they  cannot  offer  any  assurances. 

Mr.  St  Germain.  Don't  you  feel  those  should  be  placed  in  our 
record  and  available  to  us? 

Mr.  Solomon.  If  you  want  them,  sir. 

Mr.  St  Germain.  Yes,  please. 

Mr.  Solomon.  I  would  have  to  check  with  the  foreign 
governments. 

Mr.  St  Germain.  Right,  if  you  are  able  to,  if  there  are  no 
constraints,  naturally.  We  understand. 

Mr.  Solomon.  But  they  do  not  threaten  retaliation;  they  say 
there  will  be  political  pressures  for  retaliation. 

Mr.  St  Germain.  From  the  banks  in  their  countries? 

Mr.  Solomon.  Right.  Therefore,  just  as  we  in  our  Government  are 
responsive  to  our  economic  interests,  I  don't  assume  that  other 
governments  are  completely  impervious  to  their  economic  interests. 


y.Google 


Mr.  Leach.  Mr.  Secretary,  if  we  could  go  on  just  a  minute,  it 
IWimii  to  me  we  have  a  fairly  strong  defense  to  a  divestiture 
ipproach  in  this  situation  in  that  we  would  not  be  giving  our  banks 
nw  pellicular  advantage.  We  would  just  be  applying  national  law 
uurersaUy. 

It  alao  seems  to  me  that  the  prospects  are  that  there  will  be 
maanve  sums  of  foreign  capital  available  for  investment  in  the  U.S. 
•ecuritiee  in  the  not  too  distant  future,  and  that  we  will  be  seeing  a 
new  situation  develop  in  proportion  to  that  which  has  held  in  the 
past.  In  this  new  era  of  expanded  foreign  capital  flows,  we  will  be 
giving  a  competitive  edge  to  foreign  banks  over  our  own  securities 
industry,  and  over  our  own  banking  system. 

I  am  just  wondering  if  that  is  the  type  of  thing  we  wont  to  do  for 
the  good  of  our  banks  as  well  as  for  the  good  of  our  own  securities 
industry.  We  are  not  talking  here  about  mandating  regulations  on 
these  banks  that  we  don't  apply  to  our  own  banking  institutions.  I 
think  we  are  at  a  terribly  appropriate  time  period  to  deal  with  the 
isBue  now. 

In  5  years  it's  going  to  be  a  far  bigger  issue.  Would  you  comment? 

Mr.  Solomon.  Mr.  Leach,  I  can  understand  vour  point.  1  don't 
share  it  though,  because  I  think  there  are  other  considerations. 
First  of  all,  I  think  the  competition  is  healthy;  second,  in  the 
banking  and  financial  world,  a  very  big  distinction  is  made  between 
setting  polinr  on  future  entrants  end  forcible  divestiture  of  existing 
operations  that  were  legal  under  the  conditions  under  which  they 
were  established. 

We,  the  United  States,  are  constantly  approaching  other  govern- 
ments and  saying  to  them,  look,  you  changed  the  rules  of  the  game 
on  U.S.  business  abroad.  Now,  that  is  not  fair.  If  you  want  to  set 
policy  for  the  ftiture  we  understand  that,  but  to  change  the  rules  as 
they  aifect  operations  already  in  existence,  is  normally  in  interna- 
tional economic  diplomacy  considered  inequitable. 

I  think  there  are  some  other  arguments  as  well,  but  I  would  base 
my  case  primarily  on  these  two  factors.  Competition  is  healthy;  it 
does  bring  more  trade  and  employment,  and  investment  into  this 
country.  It  is  inequitable,  in  our  view,  to  force  this  divestiture  after 
they  have  been  operating  under  certain  ground  rules  for  40  years. 

Mr.  Leach.  Thank  you. 

My  time  has  expired. 

Your  point  of  view  is  well  expressed.  Thank  you. 

Mr.  St  Geemain.  The  Chair  is  constrained  to  observe  we  have  a 
new  philosophy  for  American  business,  to  wit:  That  they  do  not 
have  enough  competition,  don't  compete  against  each  other,  and  if 
^u  are  going  to  have  true  competition  you  must  bring  in  foreign 
mterests. 

Mr.  Solomon.  That  is  why  we  have  an  open  trading  system,  Mr. 
Chairman.  We  can  put  a  wall  around  this  country  and  suffer  a 
decline  in  our  economic  standard  of  living,  but  I  assume  you  are  in 
favor  of  open  trade,  competitive  trade  from  foreigners  as  well  as 
investment  flows,  and  I  know  you  are  from  your  position  in  other 
l^islation.  So  I  don't  feel  this  should  be  any  exception,  sir. 

Mr.  St  Germain.  You  can't  compare  apples  and  oranges. 

Mr.  Cavanaugh? 
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Mr.  Cavanaugh.  Thank  you,  Mr.  Chairman. 

Mr.  Solomon  and  Mr.  Boeker,  in  comparing  your  testimony  ^ 
that  of  Governor  Gardner,  I  notice  remarkable  similarities  in  ] 
recommendations  for  suggested  amendments  to  the  legislation, 
the  exception  that  Governor  Gardner,  on  page  5  of  his  testim 
addressed  himself  to  a  perceived  defect  of  section  7,  which  w 
allow  for  State-chartered  subsidiaries  of  large  foreign  banks  t 
exempted  from  monetary  controls,  and  he  recommended  that  t 
foreign  charters  with  more  than  $1  billion  in  world  asset 
subjected  to  monetary  controls. 

Does  State  and  Treasury  not  have  an  opinion,  or  would 
please  express  your  opinion? 

Mr.  Solomon.  Mr.  Cavanaugh,  I  may  be  wrong,  I  only  g 
second  hand  report  as  to  his  testimony  yesterday,  but  my  ui 
standing  was  that  the  change  in  the  Fed's  position  was  not 
r^ard  to  monetary  control;  it  was  in  r^ard  to  the  veto  power 
would  have  over  the  establishment  of  State-chartered,  Stati 
proved  foreign  bank  branches  that  were  not  members  of  the 
But  I  understood  that  that  was  in  regard  to  the  veto  approvE 
was  not  in  regard  to  monetary  control.  Is  that  correct? 

Mr.  Boeker.  I  believe,  as  I  understand  it,  Mr.  Gardner's  point 
that  the  monetary  controls  in  section  7  ought  to  apply  to  a  for 
banking  operation,  in  effect,  regardless  of  its  form  of  operationi 
other  words,  the  definition  of  what  kind  of  banking  operations  t 
controls  are  extended  to,  whether  an  agency,  branch,  subsidiai 
whatever,  should  be  clarified  and  extended. 

Mr.  Cavanaugh.  The  criteria  he  set  was  the  worldwide  asset 
excess  of  $1  billion. 

Mr.  Boeker.  Right,  which  is,  I  believe,  the  criterion  in  sectic 
His  point  was,  I  believe,  that  the  extension  of  monetary  control 
section  7  would  thereby  more  assuredly  be  effective. 

Mr.  Cavanaugh.  To  State-chartered  subsidiaries? 

Mr.  Boeker.  Right 

Mr.  Cavanaugh.  Do  you  agree  or  disagree? 

Mr.  Boeker.  I  don't  disagree  with  that,  no. 

Mr.  Cavanaugh.  Mr,  Solomon? 

Mr.  Solomon.  We  don't  disagree  with  that  either.  It  seems  t 
to  make  sense  if  we  are  going  to  have  Fed  monetary  coi 
authority  to  esteblish  reserve  ratios  you  might  as  well  have  t 
on  subsidiaries  as  well  as  on  branches. 

Mr.  Cavanaugh,  Mr.  Solomon,  you  may  have  responded  earli 
didn't  come  in  for  the  chairman  s  questions  on  section  9  and 
requirements  for  Treasury  to  produce  standards  and  guidelines, 
you  comment  on  that  in  greater  detail  than  in  your  testimoi 

Mr.  Solomon.  Yes,  I  did,  sir. 

Mr.  Cavanaugh.  All  right. 

Mr.  Solomon.  Do  you  want  me  to  repeat  it? 

Mr.  Cavanaugh.  No.  It's  not  necessary.  I  will  review  the  rec 
That  is  all  I  have,  Mr.  Chairman. 

Mr.  St  Germain.  Mr.  Brown? 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Solomon,  I  think  it  is  your  position  that  there  shoulc 
uniformity  of  treatment  of  foreign  institutions,  foreign  Hnar 
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institutions,  branches,  et  cetera,  in  this  country  with  domestic 
institutions.  If  that  is  true,  there  shouldn't  b6  any  recrimination  or 
retaliatOTy  action  by  other  nations,  it  would  seem,  if  all  banks, 
whether  they  be  foreign-based  or  domestically-based,  are  treated  the 
same  in  this  country.  Is  that  not  your  position? 

Mr.  SoLOBfON.  My  position  is  that  there  are  certain  cases  where  I 
would  suggest  that  equality  not  be  applied  to  force  divestiture  of 
existing  operations.  But  in  the  future 

Mr.  BsowN.  I  was  going  to  come  to  the  securities  aspect  of  the 
special  functions  of  foreign  eigencies  or  foreign  financial  branches, 
v^iatever  you  want  to  rail  them.  Basically  speaking,  isn't  that, 
conceptually,  isn't  that  what  you  believe  we  should  do,  that  is  deal 
with  all  institutions  in  this  country,  whether  foreign  or  domestic, 
and  treat  them  all  the  seme? 

Mr.  Solomon.  To  the  maximum  extent  possible,  unless  there  are 
overwhelming  factors  on  the  other  side. 

Mr.  Bbown.  As  I  understand,  there  are  certain  countries  that  do 
not  adopt  that  policy  with  respect  to  U.S.  banks  in  foreign  coun- 
tries. Is  that  not  correct? 

Mr.  Solomon.  Well,  Mr.  Boeker  answered  that  while  you  were 
out  of  the  room,  sir,  I  believe.  We  believe — in  fact,  we  know — that 
the  great  majority  of  important  European  countries  do  treat  our 
banks  very  generously,  eind  they  do  have  comparable  treatment. 

There  are  other  countries  in  the  world,  however,  some  developing 
countries  and  one  or  two  industrialized  countries  in  Asia,  where 
there  is  a  significant  differentiation  in  treatment  toward  U.S. 
branches  abroad  and  much  more  restrictiveness. 

Mr.  Brown.  But  it  would  be  very  difHcutt  to  administer  laws, 
don't  you  agree,  if  we  attempted  to  treat  them  with  direct 
reciprocity? 

Mr.  Solomon.  Right.  That  was  the  point. 

Mr.  Brown.  To  the  extent  that  we  treat  foreign  institutions  in 
this  country  as  we  treat  domestic  institutions,  don't  we  provide,  in 
effect,  the  encouragement  for  others  to  do  likewise? 

Mr.  Solomon.  I  am  not  sure  I  understand. 

Mr.  Brown.  To  the  extent  we  treat  everyone  uniformly,  we 
provide  an  incentive  for  other  nations  to  treat  our  institutions  in 
ttioee  countries  uniformly? 

Mr.  Solomon.  Yes.  I  think  to  some  degree.  I  don't  know  how 
meaningful  that  incentive  will  be  in  certain  countries,  but  I  think 
^t  the  great  majority  of  countries,  in  fact  virtually  all  countries, 
would  understand  our  establishing  a  uniform  policy  on  future 
entrants. 

I  think  where  real  problems  may  arise  are,  as  you  said  earlier, 
where  we  try  to  force  a  kind  of  differential  discriminatory,  non- 
national  treatment  in  a  couple  of  selected  areeis,  or  on  operations 
that  have  existed  in  the  past,  which  were  in  accordance  with  our 
situation  at  that  time.  As  far  as  f\iture  entrants  go,  I  think  that  is 
entirely  true,  sir. 

Mr.  Brown.  The  bill  before  us  does  not  treat  foreign  branches  or 
foreign  banks  in  this  country  uniformly  with  domestic  banks,  does 
it,  because  there  are  certain  things  that  newly  established  fbreign 
banks  in  this  country  would  do,  di^erent  regulations  than  domesUc 
bfuiks  would  be  subject  to;  is  that  not  correct? 
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In  other  words,  don't  you  require  Federal  approval?  Let  me 
confess  I  am  still  trying  to  recall  the  bill  of  last  year,  and  I  presume 
this  is  the  same,  and  I  have  not  had  the  chance  to  go  over  it,  but 
recollection  of  it  is  any  newly  eetablished,  foreiffn  based,  t 
institution  in  this  country  would  have  to  have  Federal  a] 
which  is  not  true  of  a  State-chartered  bank. 

Mr.  Solomon.  As  I  understand  the  bill,  sir,  there  are  two  tradn 
in  this  bill,  and  they  could  get  either  Federal  approval  firom  the 
Comptroller  of  the  Currency  or  they  could  get  State  approval  firam 
the  State  authorities.  So  I  don't  think  'there  is  any  signiiicant 
discriminatory  treatment. 

Mr.  Brown.  You  are  recommending  insofar  as  FDIC  insurance 
those  kinds  of  things  that  basically  there  would  be  subetant^ 
uniformity  between  what  a  domestic  bank  is  required.  As  I  recsH 
your  testimony,  you  suggested  these  changes  be  made. 

Mr.  Solomon.  Yes. 

Mr.  Brown.  Getting  back  to  the  grfindfathering  of  aecuritin 
functions,  as  I  understand  it,  those  institutions,  foreign  institutioa 
in  this  country  at  the  present  time  that  are  dealing  in  this  area  an 
by  and  large  not  the  ordinary  depository  institution  we  think  o£  B 
was  also  my  recollection  that  the  GlasfrSteagall  Act  was  passed 
primarily  because  of  the  substfuitial  exposure  to  risk  that  tht 
depository  institutions  had  when  they  got  in  the  securities  busineo; 
isn't  that  true? 

Mr.  Solomon.  What  happened,  sir,  was  that  in  1933  when  tin 
Glass-Steagall  Act  was  pa^ed,  the  United  States  was  confronted 
with  major  abuses,  and  there  were  scandals  luid  shocking  ones  in 
regard  to  abusing  these  relationships  between  banks  and  Etssociated 
securities  affiliates.  The  situation  today  is  quite  different.  We  have 
no  indication  of  any  abuses.  They  are  run  very  separately  and  on  an 
arm's  length  basis. 

Our  feeling  is  that  the  conditions,  theuik  God,  do  not  prevail  today 
as  they  did  in  1933.  Therefore  the  response  of  the  Congress  should 
be  a  realistic  one,  and  there  is  no  need,  therefore,  to  force  for  no 
good  reason  a  divestiture  of  these  securities  EifEUiates. 

Mr.  Brown.  When  we  talk  about  flagrant  abuses,  et  cetera,  theee 
are  abuses  harmful  to  someone,  so  the  Glass^teagall  Act  was  to 
protect  whom  from  being  harmed?  Basically  depositors,  wasn't  it? 

Mr.  Solomon.  Basically  depositors,  yes.  But  also  there  may  have 
been  shareholders  eis  well  who  were  hurt  by  the  kinds  of  transac- 
tions that  went  on. 

Mr.  Brown.  I  tend  to  concur  with  your  conclusion  in  your 
statement  regarding  this  area  of  the  bill,  grandfathering,  et  cetera, 
because  it  seems  to  me  as  we  know  that  function  now,  eis  it  is  being 
performed  by  foreign  institutions  in  this  country,  they  are  not 
depository  institutions,  that  the  Glass-Steagall  Act  was  aimed  at 
back  then. 

Mr.  Solomon.  I  see  your  point. 

Mr.  Brown.  That  seems  a  legitimate  beisis  for  saying  that  that 
which  we  feared  we  should  not  fear  in  this  case. 

My  time  has  expired. 

Thank  you  very  much. 
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Mr.  9r  Gehhain.  I  am  g(Hng  to  aak  unanimous  consent  that  all 
members  be  allowed  to  submit  questions  to  you  in  writine  to  be 
answered  for  the  record,  and  hopefully  prior  to  Uie  markup.  We  will 
have  about  a  week  to  work  on  them. 

Some  of  the  members  have  agreed  to  do  this  in  view  of  the  fact  we 
have  a  second  panel  to  appear  oefore  us  this  morning,  and  we  want 
to  give  them  an  opportunity  to  be  heard  thoroughly. 

Do  any  of  the  other  members  of  the  subcommittee  wish  to  ask 
any  furuier  questionfi  at  this  time? 

Mr.  Htdb.  Mr.  Chairman,  may  I  briefly  be  recognized? 

Mr.  St  Gbrbuin.  Yes. 

Mr.  Htdk.  Thank  you. 

I  really  don't  want  to  aak  a  question,  but  I  want  to  supplement 
the  question  I  asked  before  concerning  reciprocity  in  foreign 
countries. 

I  understand  the  purpose  of  this  bill  is  to  provide  a  basis  of 
equality  of  treatment  of  foreign  and  domestic  banks  in  our  country, 
but  I  think  in  that  context  it's  useful  to  familiarize  ourselves  wiUi 
pert  2  of  the  FINE  Study  that  was  so  monumentally  assembled  by 
t^  subcommittee  and  this  committee. 

Chapter  4  discusses  foreign  banking  laws  and  r^ulations  govern- 
ing overseas  operations  of  our  banks.  On  page  863  of  that  document 
we  leam  that  only  Mexico  and  Sweden  prohibit  foreign  bank 
participation  in  all  foreign  institutions,  seven  other  countries  no 
lon^r  allow  foreign  bank  entry,  but  allow  banks  which  are  already 
acbve  to  continue  to  operate  on  a  limited  basis;  Chile;  Peru  and 
Colombia. 

Peru  prohibits  entry,  but  allows  foreign  beuik  participation  up  to 
20  percent. 

Venezuela  prohibits  foreign  entry  into  the  banking  system,  but  it 
makes  an  exception  for  banks  ^m  other  Latin  American  countries. 
U  does  not  permit  foreign  banks  to  establish  agencies  and 
nonbanking  opposition.  Other  developing  countries  have  curtailed 
fneign  bank  entry,  Malaysia,  the  United  Arab  immigrants.  The 
Canadian  banks  are  allowed  to  accept  deposits  of  U.S.  residents, 
although  the  lending  of  these  funds  is  restricted. 

ESeven  other  countries  allow  U.S.  banks  entry,  but  impose  sub- 
stantial restrictions  on  their  activities;  Colombia;  Coeta  Rica;  Egypt, 
and  Spain;  Argentina;  Hong  Kong  and  Singapore.  Banks  operating 
in  Ai^ntina  must  stay  in  Buenos  Aires.  Greece  requires  the 
importation  of  $10  million  of  capital  for  each  new  branch.  In  Japan 
new  entries  are  not  prohibiten,  but  are  virtually  impossible  to 
obtain. 

The  Republic  of  China  limits  banks  to  a  single  office.  Japan  and 
Nicaragua  allow  foreign  entry  only  in  the  form  of  branches.  Once 
they  are  domiciled,  treatment  of  fore^  banks  is  generally  inequita- 
ble. I  guess  the  trick  is  to  get  domiciled. 

So  reciprocity  is  a  word  that  ought  to  be  spelled  with  a  capital 
"R,"  and  ought  to  be  looked  at  in  that  contact,  it  seems  to  me.  I 
realize  you  are  saying  this  is  not  the  vehicle  to  deal  with  that.  I 
think,  however,  it's  part  of  the  background  we  ought  to  have  before 
us. 

Thank  you.  I  yield  back  my  time. 
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Mr.  St  Germain.  I  might  state  that  when  we  met  with  the  oentnl 
bank  in  Bern,  Switzerleind,  I  observed  to  the  central  bank  at  the 
time  that  reciprocity  is  a  great  word  but  it  depends  on  whose 
dictionary  you  are  using. 

I  am  wondering,  did  you  gentlemen  have  an  opportunity  to  read 
the  hearings  in  the  Senate  and  in  the  House  on  tiie  bill  last  year? 
For  instance,  Dr.  Jahn's  testimony,  page  379.  as  well  as  the  FINE 
Study  chapters  on  foreign  banking  just  referred  to  1^  our  colleague, 
Mr.  Hyde. 

Mr.  Solomon.  I  read  various  sections  of  it,  sir. 

Mr.  St  Germain.  Thank  you. 

Mr.  Allen? 

Mr.  Allen.  No  questions,  Mr.  Chairman. 

Mr.  St  Germain.  We  want  to  thank  you,  gentlemen.  As  we  s^fi 
we  are  going  to  submit  additionsil  questions  in  writing  and  we 
appreciate  your  appearance  this  morning,  and  your  assistance. 

Mr.  Solomon.  Thank  you. 

Mr.  St  Germain.  Now  we  will  hear  from  our  second  panel,  John 
F.  Lee,  executive  vice  president  of  the  New  York  Clearing  HouM 
Association,  and  for  the  Conference  of  State  Bank  SuperviBora,  Dr. 
William  E.  Whitesell,  secretary  of  banking.  Commonwealth  of 
Pennsylvania,  accompanied  by  Alex  Neale,  vice  president  and  direc- 
tor of  Federal  legislation. 

We  will  first  hear  from  John  F.  Lee,  executive  vice  president  of 
the  New  York  Clearing  House  Association.  He  is  first  on  our 
witness  list,  so  we  are  not  showing  prejudice. 

STATEMENT  OF  JOHN  F.  LEE,  EXECUTIVE  VICE  PRESIDENT,  NEW 
YORK  CLEARING  HOUSE  ASSOCIATION 

Mr.  Lee.  Good  morning,  gentlemen.  I  am  John  F.  Lee,  executiTC 
vice  president  of  the  New  York  Clearing  House  Association,  on 
whose  behalf  I  appear  this  morning. 

The  bill  you  are  considering,  H.R.  7325,  we  believe,  should  not  be 
dealt  with  as  though  it  were  a  minor  housekeeping  measure  needed 
to  tidy  up  the  Federal  banking  laws.  It  is  a  bUl,  we  believe,  of 
considerable  importance.  Its  passage  could  signal  the  beginning  of  8 
fundamentally  new  approach  to  bank  r^ulation,  not  just  for  fbr- 
eign  banks,  but  for  domestic  banks  as  well.  We  have  submitted  a 
written  statement  for  the  record,  pointing  out  some  of  the  problems 
our  members  perceive  should  the  law  be  altered  in  the  manner 
proposed,  and  I  will  say  only  a  few  words  by  way  of  summary  now. 

This  measure  proposed  for  the  purpose  of  regulating  foreign 
banks  in  the  United  States,  we  believe,  will  weaken  the  dual 
banking  system.  In  its  striving  for  equality  between  foreign  banki 
and  domestic  banks,  the  bill  shifts  certain  regulatory  powers  from 
the  States,  where  they  now  reside,  to  the  F^eral  Government.  If 
the  bill  becomes  law,  it  will  be  the  Federal  Government  which  will 
decide  whether  foreign  bemk  entry  will  occur  and  whether  foreign 
bank  expansion  will  take  place. 

The  Texas  Legislature,  for  example,  will  not  be  able  to  contnd 
whether  Houston  becomes  an  international  banking  center.  Hm 
Georgia  Legislature  will  no  longer  be  at  liberty  to  admit  the  entiy 
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of  foreign  banks  into  Atlanta.  That  decision  will  be  made  in  Wash- 
ington. As  you  know,  by  long  historical  tradition  Ein  option  is  given 
to  the  U.S.  banks  to  conduct  their  business  subject  either  to  Federal 
or  State  regulation.  The  present  pattern  of  foreign  hank  regulation 
is  consistent  with  that  tradition.  Foreign  banks  are  under  the 
present  law  in  precisely  the  same  position  as  domestic  banks.  They 
are  subject  to  the  provisions  of  the  Bank  Holding  Company  Act; 
their  deposits  are  required  to  be  insured  with  the  FDIC  to  the  same 
extent  as  any  domestically  owned  banks.  Foreign-owned  State 
banks,  just  as  domestically-owned  State  banks,  may  be,  but  are  not, 
required  to  be  members  of  the  Federal  Reserve  System. 

Branches,  agencies,  or  other  unincorporated  establishments  of 
forei^  banks  eire  subject  to  whatever  regulation  is  imposed  by  the 
licensing  State.  They  are  not  subject  to  any  Federal  r^ulation,  thus 
being  precisely  equated  with  domestic  State  nonmember  banks, 
which  choose  not  to  become  insured.  The  provisions  of  the  bill 
restricting  interstate  banking  by  foreign  banks  subjecting  nearly  all 
of  them  to  reserve  requirements  and  other  provisions  of  the  Federal 
Reserve  Act,  as  well  as  the  requirement  of  posting  a  surety  bond  or 
pledge  of  assets  with  the  FDIC  and  requiring  Federal  approval  of 
such  banks'  operations  in  the  United  States,  would,  we  believe, 
deny  foreign-owned  banks  the  option  of  choosing  to  operate  under 
State  regulation  only. 

None  of  these  provisions  is  necessary  or  desirable.  By  subjecting 
all  foreign  banks  entities  simply  by  reason  of  their  foreign  owner- 
ship or  citizenship  to  laws  that  now  apply  to  some,  but  not  all, 
components  of  the  AmericEui  banking  system,  this  bill  would  clearly 
be  perceived  as  discriminatory  by  foreign  countries.  While  foreign 
central  bankers  have  a  traditionfil  reluctance  to  criticize  domestic 
proposals  of  our  monetary  authorities,  I  can  assure  you  that  our 
foreign  banking  friends  have  conveyed  strong  protests  to  the  mem- 
bers of  the  New  York  Clearing  House  Association. 

What  logic  is  there  in  permitting  a  West  German  bank  the  right 
to  have  a  branch  only  in  Chicago  and  West  Germany  continuing  to 
permit  a  U.S.  bank  to  have  branches  in  Frankfort,  Munich,  and 
other  German  cities? 

Just  a  word  about  foreign  banks'  securities  affiliates.  The  ai^- 
nent  is  put  forth  that,  bemuse  banks  in  this  country  cannot  have 
securities  affiliates,  foreign  banks  should  not  be  allowed  to  own 
them,  either.  However,  the  very  bemks  which  must  compete  against 
them  do  not  complain.  Eiven  some  brokerage  firms  have  ac^owl- 
edeed  the  beneficial  effect  of  foreign  bank  securities  activities  in  the 
US.  markets.  Their  presence  here  unquestionably  helps  U.S.  firms 
gain  acceptance  in  securities  markets  abroad. 

Foreign  securities  firms  compete  openly  and  fairly.  Since  when 
has  it  been  the  policy  of  this  Nation  to  stifle  competition?  We 
should  strive  to  remove  emticompetitive  laws  and  not  to  add  new 
ones. 

In  conclusion,  I  would  like  to  express  our  view  that  H.R.  7325  is 
unnecessary  and  undesirable.  It  will  disrupt  the  smooth  and  effi- 
cient functioning  of  our  banking  system.  It  will  engender  animosity 
here  and  abroad,  and  it  may  even  initiate  a  shift  in  bank  r^ulation 
endangering  the  dual  banking  system. 
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lliank  you. 

[The  prepared  statement  of  Mr.  Lee,  on  behalf  of  the  New  YoA 
Clearing  House  Association,  follows:] 

STATEMENT  OF  JOHN  F.  LEE 
EXECUTIVE  VICE  PRESIDENT 
NEW  YORK  CLEARING  HOUSE  ASSOCIATION 
ON  H.R.  7M5—THE  INTERNATIONAL  BANKING  ACT  OF  1977 

BEFORE  THE 
SUBCOMMrrTEE  ON  FINANCIAL  INSTITUTIONS  SUPERVISION, 
REGULATION  AND  INSURANCE 
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I  tm   John  P.  La«,  Bxaciitl**  Vic*  PrMldant  of 
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M  appearing  today- 
Hie  Now  lork  Claarlng  Bouaa  Aaaoclatlon  ha*  b««D 
Itally  intaraatad  in  tha  subjact  of  (oralgn  banking  laglalatlon 
iace  1974,  at  which  tlaa  tha  Board  of  Govacnora  of  tha  Fadaral 
aaeroe  Syataa  Eirat  conplated  Its  Talk  rorca  report.  This 
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Jta  Board  of  Governoi 
lan  be  found  aa  ( 
ienator  Hclntyra 
loaxae  of  legialatlvi 
xmitteaa  which  havi 
^•■ponded  to  a  numbi 

Jiat  additional  leq. 


!0  page  analyaia  of  tha  bill  auhnittad  by 
>  to  tha  Congrasa  in  1975.  (That  analyaia 
:  at  the  record  of  the  hearings  held  by 
anuary,  197S.]  He  are  pleased  that  In  the 
hiatory  to  date  the  Board  and  the  Congrsssional 
considered  the  propoaed  leglalation  have 
of  our  suggestions. 

ig  H.  R.  7325,  our  Association  still  believes 
stion  is  unnecessary  with  respect  to  tha 
'agulation  of  foreign  banks  operating  in  the  United  States. 
The  stated  purpose  of  the  bill  i*  the  elimination 
t   the  disparities  existing  between  the  powers  of  foreign 
anka  operating  in  the  United  Statec  and  those  of  doosstlc 
anks,  particularly  with  regard  to  the  ability  of  foreign 
anks  to  engage  in  interstate  banking  and  In  inveetnent 
anking  activities.   In  order  to  achieve  such  purpose, 
he  bill  would  superinpose  federal  regulations  over  the 
tate  regulations  dealing  with  foreign  banks  operating  In 
be  Doitad  Stataa. 
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An  evaluation  of  this  [lurpose  and  the  legislation 
proposed  foe  its  implenentation  must  be  nad«  within  the  paraaatora 
of  tMO  fundamental  principles.  The  first  is  that  the  right 
to  elect  either  a  federal  ox   a  state  banking  charter  has  long 
been  regarded  as  best  serving  the  public  interest.   The  second 
is  that  strengthening  the  international  financial  systea  through 
competition  best  serves  our  national  interest.   It  fosters  tlte 
commerce  of  the  United  States  and  increases  the  ability  Of  the 
U.S.  financial  centers  to  compete  with  those  abroad. 

Judged  in  the  light  of  these  principles,  the  present 
bill  is  undesirable.   It  would  deny  to  foreign  banks  options  lAich 
ace  available  to  domestic  banks  under  our  present  systea. 
By  such  denial,  this  bill  vill  inevitably  be  perceived  as 
discriminatory  by  some  foreign  countries  and  It  will  Invite 
retaliation  by  such  countries  against  U.S.  banks  tolerating 


Erosion  of  the  Present 
Dual  Banking  System 

As  you  know,  by  long  historical  tradition,  «n 

option  exists  in  the  United  States  to  conduct  the  business 

Of  banking  subject  either  to  federal  or  state  regulation. 

The  present  pattern  of  foreign  bank  regulation  is  consistent 

with  that  tradition.   Foreign-owned  banks  are,  under  the 

present  law,  in  precisely  the  same  position  as  dooes tic-owned 

banks.  Foreign -owned  state  banks  are  subject  to  the  provisions 

of  the  Bank  Holding  Company  Act.   Their  deposits  are  reqoired 
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to  be  insured  with  the  Federal  Deposit  Insucancv  Corpocation 
to  the  Game  extent  as  any  donestically-owned  stats  bank  subject 
to  the  Bank  Holding  Conpony  Act.   Foreign-owned  Etate  banks, 
as  domestically  owned  state  banks,  may  be,  but  are  not  required 
to  be,  nembers  of  the  Federal  Reserve  Systen.   Under  present 
Ibh,  direct  branches,  agencies,  or  other  unincorporated 
establishments  of  foreign  banks  ace  subject  to  whatever  regulation 
i-B  imposed  by  the  licensing  state.   They  are  not  aobject  to  any 
federal  regulation,  thus  being  precisely  equated  with  domestic 
state  non-member  banks  which  are  not  insured. 

The  provisions  of  the  bill  restricting  interstate 
bulling  by  foreign  banks,  subjecting  nearly  all  of  such  banks 
tc  reserve  xequirsments  and  other  provisions  of  the  Federal 
Reserve  Act  as  well  as  the  requirement  Of  posting  a 
■mety  bond  or  pledge  of  assets  with  the  Federal  Deposit 
Insurance  Corporation,  and  requiring  federal  approval  of  such 
basks'  operations  in  the  United  States,  would  deny  foreign- 
■oRied  banks  the  option  of  choosing  to  operate  under  state 
ngulation  only.   As  I  will  cover  in  more  detail  later,  none 
°i   these  provisions  is  necessary  or  desirable. 


Board  Approval 

for  Forelqti 

The  present  system  has  worked  well  without  the  addi- 
•JOMI  federal  approval  provisions  proposed  by  the  bill.   Foreign 
''*°k  capital  in  the  United  States  has  increased  dramatically 
^ing   the  past  decade.   Those  states,  such  as  New  York,  Georgia, 
'^bois  and  California,  which  have  been  the  most  receptive  to 
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the  entry  of  foreign  banks,  hava  Bugnentad  chair  banking 
markets  and  pemitted  a  wider  range  of  choices  without  in 
any  way  jeopardizing  the  aoundneas  of  their  banking  ayataas. 
Multi-State  Operations  of  Foralqn  Banks 
HO  restrictions  need  be  inposad  by  the  Federal 
Covernment  on  multi-State  operations  of  foreign  banks.  Such 
operations  are  already  greatly  reatrlcted.  A  foreign  bank 
seeking  to  establish  a  full  scale  banking  subsidiary  is  subject 
to  exactly  the  same  limitations  as  a  domestic  bank.  A  foreign 
bank  seeking  to  operate  a  branch  or  agency  In  a  particular 
state  must  obtain  a  license  from  that  state.  Nearly  40  states 
do  not  permit  branches  or  agencies  of  foreign  banks.  Helcoraing 
a  foreign  bank  with  a  branch  Or  agency  in  another  state  la  the 
result  of  a  deliberate  choice  of  the  entry  state.   For 
instance,  the  Illinois  legislature  In  permitting  foreign  banks 
to  branch  in  Chicago  could  have  provided  that  no  such  bank  with 
a  branch,  agency  or  subsidiary  In  another  state  could  avail  itsell 
of  this  privilege.   It  chose  not  to  do  so. 

Section  3  (d)  of  the  Bank  Holding  Cosipany  Act  allows 
any  state  to  permit  the  entry  of  out-of-stata  bank  holding 
ccnpanies.   The  states  are  also  free  to  authorize  branches  of 
non-member  banks  incorporated  in  other  statea.  Such  recognition 
of  the  right  of  a  state  to  make  its  own  election  allows 
experimentdtion  and  development  on  a  state~by- state  basis, 
niere  is  no  need  to  abandon  such  principles  when  dealing 
with  foreign  banks.   This  is  particularly  so,  since  the 
overwhelming  majority  of  donestie  banks  are  in  fact  not  prejudioei 
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by  tha  limited  exMnt  of  interit«t«  banking  pamittad  to  foreign 
banks,  especially  in  light  of  tha  aophisticated  intacnational 
narket  in  which  foreign  banks  compete  as  well  as  the  ability 
of  domestic  banks  to  astabliah  Edge  Act  Corporations  and  loan 
production  offices  in  various  states. 


Ho  showing  has  been  made  for  the  need  (1)  to  impose 
:  requirements  on  foreign  branches  and  agencies  whose 
parent  entities  have  assets  exceeding  $1,000.000,0110.  or  (lil 
to  require  compliance  by  foreign  branches  and  agencies  with 
various  provisions  of  the  Federal  Reserve  Act.   These  requirs- 
Bents  result  in  a  form  Of  indirect  membership  in  the 
Federal  Reserve  System.  Moreover,  the  benefits  of  such 
Indirect  membership  are  of  limited  value  in  comparison  with 
done Stic  banks. 

The  unsubstantiated  premiae  that  reserve  require- 
aents  are  needed  to  make  banks  operating  in  the  United 
States  responsive  to  its  monetary  policies  is  undercut 
by  the  fact  that  no  such  mandatory  membership  requirement 
is  imposed  on  dcmestic  banks.   Foreign  banks  do  maintain 
reserves  as  required  by  the  laws  of  the  states  in  which  they 
are  located.   Further,  they  have  always  voluntarily  complied 
when  requested  by  the  Federal  Reserve  Board  to  maintain 
xeserves  identical  to  those  required  of  U.S.  banks,  as  U.S. 
banks  have  voluntarily  cooperated  with  central  bankers  of 
foreign  host  countries. 
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Buraty  Bond  with  FDIC 

There  la  not  sufficient  juBtlflcation  for  rsquicing 
branehea  of  foreign  banks  to  Maintain  a  Bursty  bond  Or  plodge 
of  assets  vith  tha  Federal  Deposit  Insurance  Corporation. 
Foreign-owned  banks  that  are  subsidiaries  of  bank  holding 
conpanies  are  now  required  to  insure  their  deposits.  As  to 
the  unincorporated  establishinents  of  foreign  banks,  such 
establishments  have  almost  exclusively  confined  themselves 
to  activities  incidental  to  the  foreign  and  international 
business  of  their  home  bank.   Their  business  Is  primarily 
Boney  center  oriented,  relating  to  so-called  "big  ticket* 
transactions.   As  presently  conceived,  deposit  insurance, 
with  its  maximum  coverage  of  $40,000,  offars  such  banks  no 
advantage  and  their  customers  no  significant  protection. 
TO  the  extent  that  foreign  banks  have  sought  to  conduct  a 
retail  business  in  the  United  States  by  soliciting  consumer 
deposits,  they  have  done  so  either  by  choice  or  economic 
constraints  through  the  vehicle  of  domestic  banking  sub- 
sidiaries and  have  obtained  deposit  insurance.   Furthermore, 
the  requirement  of  a  surety  bond  or  pledge  of  assets  is 
particularly  onerous  when  combined  with  the  generally  Imposed 
state  requirement  that  a  foreign  branch  or  agency  maintain 
approved  assets  equal  to  108%  of  ita  liabilities. 

Investment  Ban >:_ing 
PerformL'd  by  |-oteign  BanHs 

The  investment  banking  businoss  conducted  by  affiliates 

of  foreign  banks  in  this  country  is  largely  confined  to  servicing 
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their  own  foreign  custcoura  in  the  U.e.  marlcGt.  As  such, 
they  Bimply  transact  hers  what  their  home  countries  regard 
BE  a  true  banking  business. 

This  Association  reconinanda  that  no  limitation  be 
placed  on  investsent  banking  activities  of  affiliates  of  foreign 
banks  irtiich  have  oconerclal  banking  operations  in  the  United 
States.   Such  Investnent  banking  activities  have  been  nodett 
in  scope  with  only  a  ninimal  impact  when  compared  to  the  size 
of  the  United  States  market. 

Furthermore,  the  bill  is  seriously  defective 
because  in  creating  a  restriction  regarding  such  activities 
no  permanent  grandfather  rights  have  been  provided  for 
existing  Becurities  affiliates  of  foreign  banks.   Such 
treatment  contrasts  with  the  permanent  grandfather  rights 
afforded  by  the  Bank   Holding  Ccmpany  Act  for  danestlc  bank 
holding  cOBpanles.   The  few  securities  affiliates  Of  foreign 
banks  which  would  be  granted  grandfather  rights  represent 
long-term  investments  of  personnel  and  funds  made  in  good 
faith  —  investments  which  would  be  rendered  largely  valueless 
in  the  absence  of  permanent  grandfather  rights. 

Financial  System        *^ 

The  national  Interest  In  strengthening  the  inter- 
national financial  syBtcin  is  beat  served  by  facilitating 
foreign  activities  of  United  States  banka  and  domeatic 
ictivities  of  foreign  banks.   The  bill  would  undercut  that 
^tecest.   It  would  discourage  the  operations  of  foreign 
''Uihs  in  the  United  States  by  requiring  federal  approval  and 
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by  ■ubjecting  nearly  all  foreign  banks  oparacing  in  tha  United 
States  to  reserve  requiraaanta  and  other  provlalona  under  tha 
Federal  Reserve  Act,  certain  provisions  of  tha  Bank  Holding 
Company  Act,  the  need  to  pledge  aaaats  Or  a  surety  bond  with  the 
Federal  Deposit  Insurance  Corporation  and  other  slnllar  lawa. 

By  subjecting  all  foreign-banking  antltia*,  *i]Bply  by 
reason  of  their  foreign  ownership  or  citlianahip,  to  lavs  that 
now  apply  to  some  but  not  all  co«ponantB  of  the  Jbaeriean 
banking  aystem.  this  bill  would  clearly  be  percaived  as 
dlscrininatory  by  foreign  countries.  Mhile  foreign  central 
bankers  have  a  traditional  reluctance  to  crlticiie  doaieatlo 
proposalB  of  our  monetary  authocitiesi  I  aaaura  you  that  our 
foreign  banking  friends  hava  convoyed  strong  protest  to  tha 
■eabers  of  the  New  York  Clearing  House  Association.  What  logic 
ia  there  in  th*  united  Statss  permitting  a  Hast  Gersan  bank 
the  Eight  to  have  a  branch  only  in  Chicago  and  Neat  Garaany 
continuing  to  permit  a  U.S.  bank  to  have  branches  In  Frankfurt, 
Munich  and  other  German  cities- 
Foreign  policy  problems  with  regard  to  dcBaatlo 
activities  of  foreign  banks  have  thus  far  bean  avoided,  since 
such  banks  have  cone  to  accept  our  tradition  of  having  banks 
geographically  circumscribed  and  supervised  on  A  state -by-- state 
basis.  Any  change  In  that  tradition,  particularly  if  It  restrict* 
the  current  U.S.  aotlvltlas  of  foreign  banks,  would  very  likely 
give  rise  to  unnecasaary  friction. 
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If  foreign  banks  snjoy  any  ccrapetltlve  edge,  thay 

I  at  the  sufferance  of  the  states  within  whose  borders 
operate  and  which  the  states  have  the  power  to  r«niove. 
rom  providing  for  competitive  equality  between  U.S. 
Drcign  banks,  the  bill  would  diacriniinate  against  foreign 
:  by  denying  then  options  available  to  D-S.   banks  under  our 
'nt  aysteni.   Such  discrimination  Is  likely  to  invite  retaliat 
ireign  countriee  against  U.S.  banks  and  damage  U.S.  markets 
Jie  financing  of  our  foreign  trade.   The  result  can  Only  be 
Vttve  of  the  international  financial  system. 
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Mr.  St  Germain.  We  thank  you. 

Now  we  will  hear  from  Mr.  Wlutesell.  You  may  proceed.  We  will 
put  your  entire  statement  in  the  record. 

STATEMENT  OF  WILUAH  B.  WHITESELL.  SECRETARY  <W  BANK* 
ING,  COMMONWEALTH  OF  PENNSYLVANIA.  HEBIBER,  FEDERAL 
LEGISLATION  COMMITTEE,  CONFERENCE  OF  STATE  BANK  SU- 
PERVISORS; ACCOMPANIED  BY  ALEX  NEALE.  VICE  PRBStDKNT 
AND  DIRECTOR  OF  FEDERAL  LEGISLATION  OF  THB 
CONFERENCE 

Mr.  WnrrBSBLL.  Thank  you. 

Mr.  Chairman,  it  is  a  pleasure  to  appear  before  you  and  this 
subcommittee.  I  am  William  B.  Whiteaell,  secretary  of  banking  for 
the  Commonwealth  of  Pennsylvania,  and  a  member  of  the  Fedinal 
Legislation  Committee  of  the  Conference  of  State  Bank  Supernson, 
in  whose  behalf  I  am  testifying  today. 

First,  at  the  outset,  may  I  say  that  the  Conference  of  State  Bank 
Supervisors  strongly  supports  provisions  of  the  bill  that  would 
permit  the  Comptroller  of  the  Currency  to  waive  the  requiremaiti 
of  the  Nationfil  Bank  Act  that  all  directors  of  a  national  bank  be 
U.S.  citizens  and  require  that  only  a  majori^  of  the  directors  be 
American  citizens  when  the  bank  is  foreign-owned.  This  proposal  ia 
an  extension  of  the  concept  of  dualism.  Our  domestic  banks  now 
have  this  chartering  option,  and  we  believe  it  should  also  be  made 
available  to  foreign  banking  institutions  desirous  of  operatiiig  in 
our  country.  This  provision  would  also  add  to  the  Federal  "prM- 
ence"  in  regard  to  the  re^^ating  of  foreign-owned  banking  institu- 
tions in  the  United  States.  However,  we  would  <^q)08e  a  Federal 
charter  or  license  for  a  foreign  banking  institution  canying  with  it 
the  authority  to  organize  and  operate  within  a  State  irrespective  of 
State  taw. 

Second,  the  Conference  of  State  Bank  Supervisors  opposes  the 
one-State  limitation  that  would  be  imposed  on  foreign  branches.  At 
first  glance,  this  appears  desirable  from  the  standpoint  of  providing 
equitable  treatment  between  foreign  and  domestic  banks  in  their 
interstate  operations.  However,  an  examination  of  the  facts  dis- 
closes that  our  domestic  bank  holding  companies,  through  their 
bank  and  nonbank  subsidiaries  and  other  fficilities,  conduct  Ear 
more  extensive  interstate  banking  activities  than  do  the  18  foreign- 
owned  banks  that  have  established  branches  in  this  countrr  in 
more  than  one  State.  While  the  multi-State  locations  of  uese 
foreign  bremches  are  confined  principally  to  New  York  and  DlincHS, 
data  which  have  appeared  in  the  American  Banker  newspaper  in 
1975-76,  reflect  there  are  13  lai^e  bank  holding  companies  alone  in 
this  a>untry  that  have  1,642  nonbanking  oHices,  approzimately 
1,483  of  which  are  located  in  States  other  them  that  of^  the  anchor 
bank  of  the  holding  company.  These  13  bemk  holding  companies, 
through  their  subsidiaries,  are  engaged  in  a  wide  range  of  bank- 
related  activities,  including  consumer  and  sales  finance,  mortgage 
banking,  leasing,  selling  and  reissuing  credit-related  insurance,  fiu> 
toring,  real  estate  advice,  memitgement  consulting,  et  cetera.  These 
13  bank  holding  companies  alone  make  relatively  unimportant  in 
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irison  the  interstate  banking  activities  of  the  small  number  of 
n  brEmches  that  are  in  more  than  one  State, 
addition,  most  foreign  banks,  through  their  branches,  pursue 
irily  a  wholesale  banking  business  rather  than  compete  with 
onoiestic  banks  in  local  retail  markets. 

Chicago,  for  instance,  where  there  are  27  foreign  bank 
faes  located  in  the  Loop  area,  only  three  branches  have 
d-floor  locations,  and  ELCtively  compete  for  local  retail  deposits. 
ther  branches  are  in  office  buildings  in  ofF-«treet  locations  and 
uaged  principally  in  transactions  with  multinational  corpora- 
Of  the  53  foreign  banks  with  brfmches  in  New  York,  only  4 
ctively  competing  for  retail  domestic  deposits  at  this  time 
gh  their  branches.  The  other  foreign  bank  branches  in  New 
are  competing  with  our  lai^e  money  center  banks  there  in 
eale-type  banking  activities. 

id,  the  multi-State  prohibition  on  foreign  branches  contained 
8  bill  is  contrary  to  our  national  inter^ts,  and  Conference  of 
Bank  Supervisors  believes  this  subsection  should  be  stricken 
dbe  bill.  These  provisions  have  the  practical  effect  of  limiting 
n  branches  to  one  State  for  the  foreseeable  future,  and  under 
:ondition8  foreign  branches  would,  in  all  likelihood,  locate  in 
mia  or  New  York  for  their  one-State  operations.  Thus,  other 
I  would  be  estopped  from  inviting  into  their  borders  a  forei^ 
h  that  happened  to  also  be  located  in  New  York  or  California, 
vould  discriminate  against  such  States  which  might  desire  to 
ise  their  roles  in  international  financial  affairs. 
I  in  our  national  interests  to  promote  other  areas  than  New 
and  California  as  international  banking  centers, 
rth,  we  oppose  provisions  of  the  bill  which  would  give  the 
al  Reserve  Board  authority  to  set  reserves  on  foreign-owned, 
chartered  branches,  agencies  and  New  York  investment  com- 
I  where  the  parent  bsjik  has  total  worldwide  assets  in  excess 
billion. 

It  of  all,  affiliation  with  the  Fed  for  reserve  purposes  is 
lal  for  domestic  State-chartered  banks,  regardless  of  size,  and 
uld  be  optional  for  foreign  banking  institutions  operating  in 
ountry. 

xid,  uie  Fed  has  made  no  clear  showing  it  needs  reserve- 
J  authority  over  sdl  State-chartered  domestic  banks — let  alone 
n  banks — in  connection  with  its  monetair  policy  responsibil- 
rhe  Fed  carries  out  its  monetary  policy  objectives  principedly 
jEh  its  Federal  Open  Market  Committee  operations. 

Federal  Reserve  Board  for  a  number  of  years  has  been 
pting  unsuccessfully  to  extend  its  reserve-setting  authority 
lonmember  depository  institutions,  largely  on  the  ground  that 
lis  such  authority  for  its  monetary  policy  role.  The  Conference 
ie  Bank  Supervisors  believes  this  issue  should  be  decided  on 
irits  in  separate  and  searching  hearings,  and  not  tied  to  the 
of  r^fulating  foreign  banking  institutions  that  choose  to  oper- 

this  coimtry  under  State  charter  or  license.  There  simply  has 
ao  showing  by  the  Fed  that  optional  affiliation  with  the  Fed  by 
omeetic  commercial  banks — or  foreign  banks — has  impeded 
ed  in  canying  out  its  monetary  policy  objectives.  The  confer- 


y.Google 


ence  considers  the  Fed's  efforts  to  extend  its  reserve-settjng  role 
through  this  bill  as  unjustified. 

A  1974  study  commissioned  by  the  Conference  of  State  Bank 
Supervisors  on  the  optioned  Etiniiation-monetary  policy  ouestioii, 
conducted  by  Professors  Ross  M.  Robertson  and  Aloiarm  Phillips, 
holds  that  while  m^uor  monetary  policy  weaknesses  have  been 
revealed  in  the  recent  past,  and  should  be  anticipated  in  the  futun, 
optional  affiliation  of  some  banks  with  the  Fed  for  reserve  purpOMS 
cannot  be  considered  high  on  the  list  of  factors  contributing  to  thoe 
weaknesses,  if  eligible  at  all  for  inclusion.  I  have  copies  of  that 
study,  which  I  would  like  to  have  inserted  in  the  record. 

Fifth,  other  provisions  of  section  7  of  the  bill  would  give  the  Fed  a 
veto  power  over  States  in  determining  whether  foreign  banking 
institutions  could  be  orgeinized  under  State  law.  In  addition,  under 
this  section  the  Fed  could  impose  on  foreign  banking  institution! 
operating  under  State  license,  regulatory  controls  as  thou^  such 
institutions  were  member  banks. 

These  proposftls  are  unwarranted,  and  we  vigorously  oppOK 
them.  Why  should  the  Fed  have  the  veto  power  over  a  State  in  one 
of  the  primary  areas  of  a  State's  responsibilities  in  the  banking 
field,  namely,  the  licensing  of  a  bfink,  a  branch  or  agency  to  meet 
the  public  interest.  Governor  Gardner  indicated  in  his  testimony 
that  he  had  no  objection  to  deleting  this  veto  provision  from  the 
bill.  We  would  favor  deletion  of  the  entire  section. 

Foreign  banks  have  been  operating  under  State  oversight  for 
many  years,  and  the  Conference  of  State  Bank  Supervisors  is  not 
aware  of  tmy  showing  by  the  Fed  or  any  source,  tiiat  under  such 
supervision  any  of  our  national  objectives  have  been  impeded  in 
any  way.  Foreign  banks  have  been  coming  to  our  country  in 
increasing  numbers,  and  it  should  be  hoped  that  they  continue  to  do 
so,  for  they  have  provided  a  valuable  competitive  stimulus  to  our 
domestic  banks  eind  have  elided  the  presence  of  American  banks 
overseas.  Additionally,  although  their  assets  in  this  country  aiv 
about  $76  billion,  it  should  be  borne  in  mind  that  as  (^  April  1977. 
assets  of  U.S.  bfinking  offices  abroad  were  about  $223  biUion,  or" 
nearly  three  timra  as  large. 

Foreign  banks  operating  as  subsidiaries  in  this  country  have  $11.9 
billion  in  deposits  which  are  under  FDIC  insurance.  The  FDIC^ 
along  with  State  banking  departments,  examines  and  supervise* 
such  institutions,  as  it  does  our  other  State-chartered  nonmember 
banks.  Branches  and  agencies  of  foreign  beuiks  (except  in  Massachu' 
setts,  where  one  branch  is  located)  submit  monthly  reports  of 
condition  to  the  Federal  Reserve  banks.  I  am  certain  our  StatP 
banking  departments  where  foreign  banking  institutions  are  located 
would  be  willing  to  furnish  the  Fed  with  other  data  regarding 
foreign  bemk  operations  under  State  supervision,  which  the  Fed  can 
demonstrate  it  needs  in  order  to  carry  out  its  responsibilities. 

Sixth,  with  respect  to  the  provisions  in  the  bill  for  requiring  FDiC 
insurance  for  foreign  branches  which  accept  domestic  deposits,  the 
Conference  of  State  Bank  Supervisors  has  no  consensus  view.  I 
should  [>oint  out,  however,  that  State  bemking  departments,  in  the 
absence  of  FDIC  insurance,  have  resorted  to  various  statutory  or 
legal  substitutes  and  approaches  to  assure  the  safety  of  domestic 
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sits  o[  foreign  branches.  The  statutory  form  is  generally  pat- 
ed  after  New  York  Banking  Law  pertaining  to  foreign  ban]Es. 
odes  do  not  accept  deposits. 

wenth,  with  respect  to  the  securities  affiliates  of  foreign  banks 
lis  country,  it  la  believed  that  Federal  l^islation  affecting  this 
nty  should  properly  come  only  after  completion  of  extensive 
nressional  review  of  the  Glass-Steagall  Act,  such  as  that  which  is 
ently  being  carried  oat  by  the  Senate  Securities  Subcommittee. 
fter  completion  of  such  review,  prohibitions  are  continued  on 
estic  banks  engaging  in  such  activities,  CSBS  would  favor 
dbitins  these  activities  by  foreign  banks.  However,  even  imder 
a  conditions,  it  is  believed  only  equitable  to  grandfather-related 
eing  operations. 

r.  St  UEBhain.  Pardon  me  for  interrupting,  Mr.  Whitesell.  We 
insert  your  proposed  statement  in  the  record  at  this  point  emd 
members  of  the  subcommittee  an  opportunity  to  interrogate 

he  prepared  statement  of  Mr.  WhiteseU,  on  behalf  of  the 
Serence  of  State  Bank  Supervisors,  follows:] 

STATEMENT  OF  MR.  WILLIAH  E.  NHITESELL 

ON  BEHALF  OF 

THE   CONFERENCE  OF   STATE   BANK  SUPERVISORS 

BEFORE  THE 

SUBCOMMITTEE   ON   FINANCIAL   INSTITWriONS    SUPERVISION, 

REGULATION  AND   INSURANCE 

COMMITTEE  ON  BANKING,    FINANCE   AND   URBAN  AFFAIRS 

U.    S.    HOUSE   OF  REPRESENTATIVES 


INTERNATIONAL   BANKING  ACT   OF   1977 
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Mr.   Chairnan,   it   is   a  pleasure   to  appear  before  you   and  the 
aenbers   of  this   Subcoiiaittee.      1   am  Wllllaa  E.   Hhitesell,   Secre- 
tary of  Banking   for  the   State  of  Pennsylvania,   and  a  aenbeT  of 
the   Federal   Legislation  Committee  of  the  Conference  of  State  Bank 
Supervisors,   in  whose  behalf  I   ao  testifying  today. 

The  Conference   of  State   Bank  Supervisors   (CSBS)   expresses  iu 
strong  support   for  provisions  of  this  bill   that  uould  peroit  the 
Conptroller  of  the  Currency   to  waive   the   requirenents  of  the 
National  Bank  Act  that   all   directors   of  a  national  bank  be  United 
States   citizens,   and  require   that   only  a  majority  of  the   directors 
be  American  citizens  when  the  bank   is   foreign-owned. 

CSBS  regards  this  proposal  as  an  extension  of  the  concept  of 
dualism.  Our  domestic  banks  now  have  this  chartering  option,  and 
we  believe  it  should  be  also  made  available  to  foreign  banking  in- 
stitutions desirous   of  operating   in  Our  country. 

However,   the   Conference  would  oppose   a  federal   charter  or  li- 
cense  for  a  foreign  bank,  branch  or   agency,   carrying  with   it   the 
authority  to   organize   and  operate  within  a  state   irrespective  of 
state   lawl./.      It   is   the  position  of  the   Conference  that   a  state 
should  have   the   right   to  structure   the   financial  organizations 
within   its  borders   in  a  manner  which  the   state  believes  best 


1  banks  operate  in  California,  Georgia,  Hawaii,  Illinois, 
lusetts.  Now  Vork,  Oregon,  Puerto  Rico,  the  Virgin  Islani 
ihington.  A  few  slates  specifically  prohibit  foreign  bai 
1  nunber   of  state   statutes   are   silent   in  this   area. 
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Aside  fron  the  dual  chartering  provision,  which  It  siqtports 
as  indicated  above,  CSBS  regards  certain  other  provisions  of  the 
bill  as  entirely  too  sweeping  in  their  scope  and,  in  their  final 
analysis,  representing  an  unwarranted  derogation  of  the  authority 
of  states  to  regulate  foreign  banking  i 
operate   in  this   country  under  provision 

;  Banking  Operations 


One  of  the  provisions  of  this   bill   t 

0  which   CSBS  must  voice 

its  strong  opposition  is   the  prohibition  a 

in  multi-state   locations 

that  would  be   imposed  on   foreign  bank  branches   until   our  doneslic 

national    and    Federal    Reserve   member   banks 

can  also  branch   interstate 

Hilti-state   operations   of   foreign  banks  es 

tablished  or  approved 

before  May  1,   1976  would  be  permanently  gi 

andfathered. 

At   first   glance   this   provision  might 

appear  to  be   desirable 

fro«  the   standpoint  of  providing  equitable 

treatment  between   foreign 

and  domestic  banks   in  their  interstate   ope 

rations.      Data  fron  the 

''caeral  Reserve  Board,   for  exanple.   disclo 

<se   that   sone   IS  foreign- 

owned  banks   have  established  branches   in  this   country   in  nore  than 

°»»e  state.      These  oulti-state  branches   are 

■  confined  principally  to 

"«*.  York  and   Illinois,   although  a   few   fore 

ign  banks  have   two-state 

^■anch   locations    in   Massachusetts,    Oregon, 

Puerto  Kico,   the  Virgin 

islands   and  Washington.      A  close  e«aminati 

on   of   the    facts   discloses 

^hat  our  don^stic  bank  holding   companies   t 

hrough   their  bank   and  non- 

^ank  subsidiaries   and  other  facilities   hs« 

■e   far  more  extensive   In- 

^erstate  banking   facilities   and  operations 

.    than  do    a   limited  number 

OF  foreign  bank  branches   operating  in  this 

country. 

Our  domestic  banks   utilize   a  wide   rj 

mge  of  nulti-state  bank 
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holding  coapany  buik  and  nonbank  affiliates,   Bd|e  Act  CoTporations , 
loan  production  offices,   traveling   loan  and  deposit -producing  office* 
and  a  nationwide  correspondent  banking  network'  that  >ake  relatively 
insignificant   in  coaparlson,   the   interstate  efforts  of  foreign  bank- 
ing institutions  operating  In  this   country. 

In  illustration  of  the   above,  during   late   197S   and  early   1976 
the  American  Banker  newspaper   featured  a  nuaber  of  articles  reflect- 
ing the  spread  across   the   United  States   of  nonbank   subsidiaries  of 
bank  holding  conpanies—'.      Thirteen  bank  holding  coapanies  were 
analyzed  In  these  articles   as  to   the  nunber  of  offices  of  each   and 
the  nunber  of  states   in  which  the/  operate.      The   Identities   of 
these  bank  holding  conpanles   are   set  forth  in  Exhibit   Ho.    1. 

The  data  reflected  that   while  the   nain  office  of  the   anchor 
banks  of  the   13  bank  holding  conpanies   reviewed  are   located   In 
teven  states,   the  offices   of  their  nonbank  subsidiaries   are   located 
in  43  states.     These   1!  bank  holding  conpanies  have   1,642  nonbank- 
ing  offices,   approxinately   1,483  of  which  are   located  In  states 
other  than  that   of  the   anchor  bank  of  the  holding  company.      These 
13  bank  holding  companies  utiliie   3S   Edge  Act  Corporations   in  their 
Interstate   operations   and  23   loan  production  offices. 

The  American  Banker  articles  disclosed  that  the  13  bank  hold- 
ing companies  through  their  subsidiaries  are  engaged  in  a  wide  range 
of  bank-related  activities.  These  activities  (the  nunber  of  the  13 
holding  companies  which   engage   in  the  particular  type  of  operation 
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is   listed  in  parenthosis)   ars  ■■   follawi:      coqiiumt  and  salas   fi- 
nance  (12]:  BOTtgage  banking  (12);   leasing   (11):   selling  and  re- 
issuing credit -re  laced  Insurance  (10);  factoring  (7);  investunt 
■anagenent  advice   (7);   real  estate  advice   (6);  providing  venture 
capital  to  saall  businesses   (6);   coaputer  services   (4);   trust   ser- 
vice*  (2);  marketing  travelers  checks   (Z)  ;   conuwrcial   leasing   (1)  i 
■anageaent   contultlng   (2) ;   urban   redevelopnent   (2) ;   credit   card 
services   (1);   travel   service*   (1):   Baking  and  servicing  of  govern- 
■ant  guaranteed  student   loans   (10);  various   accounting  services   (1); 
and  underwriting   insurance   (1).     Host   of  these   lending   and  ser- 
vice-related functions  help   generate  deposits   for  banks. 

In  addition  to  the  above -aentloned  interstate  bank-related 
affiliates,  there  were  as  of  year-end   197fi,   seven  U.    S.   bank  hold- 
ing cospanies  ahlch  oimed  banks  in  nore   than  one   state   through 
grandfathering  provision*  of  the  Bank  Holding  Cospany  Act  of  19S6. 
For  exaaple,   the  Hestem  Bancorporation  headquartered  In  Los  Angeles, 
California  owned  bank*   In  Arizona,   Colorado,   Idaho,  Montana,   Nevada, 
New  Mexico,   Oregon,  Utah,   Washington  and  Wyoning.     The  Northwest 
Bancorporation  headquartered   in  Minneapolis,  Minnesota  owned  banks 
in  Iowa,  Montana,   Nebraska,   North   and  South  Dakota  and  Wisconsin. 

Aside   fron  the   foregoing,   I   think   it  Is  pertinent   to  point 
out  also  that  nost  foreign  banks   through  their  branches   In  our  fi- 
nancial  center*  pursue   prlaarlly   a  irtiolesale  banking  business   rather 
than  conpete  with  our   domestic  banks   in   local   retail  narkets.      Former 
Federal   Reserve  Board  Vice   Chairman,   George  W.   Mitchell,   testified 
before   the   Senate  Subcommittee  on   Financial   Institutions   during  1976 
on  S.   958,   the  Foreign  Banking  Act  of  197$.      At  that   tine,   in  dis- 
cussing the  principal   reason  why  foreign  bonks   have  entered  the 
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United  Statas,  he  ttated  it  hai  been 

...   to  service   the  needs   of  aultl-natlonal  corporations 

(both   U,    S.-    and   foreign-based)    which    tend   to   ho    cus- 
toaers   of  these  banks  and  to  accosaodate  hoae  country 

vicing   these  custooers   Is   likely  to  reaain  the  priaary 
business   of  foreign  banks   operating   in   the  United 
States. 

Hr-  Mitchell   added  that   sone  foreign  banks   in  an  effort   to  diver- 
sify their  business   and  to  gain  a  note   stable  deposit  base  are 
likely  to  develop   a  significant  retail  business   in  the  United 
States,  but  that   in  all  probability  this  would  continue  to  be  a 
distinctly  secondary  aspect  of  the   U.   S.   business  of  these  cob- 

r.ni,.l'. 

It  should  also  be  noted  that  Section  3(d)  of  the  Bank  Hold- 
ing Coapany  Act  presently  provides  the  legal  aechanism  for  full- 
service  banking  across  state  lines  by  either  domestic  or  foreiga 
banks.  This  section  peraits  the  acquisition  or  establlshaent  of 
coamerclal  banks  by  bank  holding  conpanies  located  out-of-state, 
if  the  statute  of  the  state  in  which  the  bank  is  located  specifi- 
cally authorizes  such  action  "by  language  to  that  effect  and  not 
■erely  by  iapllcatlon."  The  State  of  Maine  has  enacted  legisla- 
tion to  pernit  out-of-state  acquisitions  on  a  reciprocal  basis, 
effective  in  1978.  New  York  has  on  several  occasions  introduced 
legislation  to  perait  reciprocal  interstate  banking.  However,  no 
law  has  been  enacted  by  that  state  which  would  actually  provide 
for  such  activity. 


1  S,    9S8,   The    1 
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Mhila  tha   Intantata  prohibltloDi   of  tUi  bill   are  deiiined 
to  proaote  th«  concept   of  equitable  tr«at»eDt  between  foreifn  «nd 
doaestic  banks,  CSBS  reE>rds  tbe  problea  as   largely  Illusory,   and 
considers  the  proposed  reaedy  as  being  contrary  to  our  national 
Interests.      The  bill,   for  aiaaple,  has   tha   practical  effect  of 
llaiting  foreign  branches  to  one   state  for  tbe   foreseeable   future. 
In  all   likelihood  foreign  branches,  under  such  conditions,  would 
choose  California  or  New  York,   our   country's   leading  international 
financial  centers,  as   the  base   for  their  one-state  operations. 
Under  such  conditions,   a  state  desirous   of  expanding  Its   role  In 
international  banking  Matters  would  be  estopped  fron   Inviting  a  for- 
eign bank  branch  to  locate  within  its  borders   if  the  branch  happen- 
ed  also  to  be   located  in  another   state.      To  prevent  what   is  per- 
ceived as   a  coBpetitlve  advantage  favoring   foreign  banks,   the  bill 
would   in  fact   dlscriainate  against   states  other  than  New  York  and 
California  in   their  international  banking  aspirations.      It   is  the 
position  of  the  Conference  that   a  state   should  be  permitted  to 
invite   an  out-of-stste   foreign  bank  branch  to  operate  within   its 
borders  if  this   is  believed  in  the   interests  of  the   state,  without 
the   necessity  for  Congress  to   lapose   Its  will  on  states   on  the   is- 
sue of  whether  our  doaestic  banks  can  branch  across   state   lines. 

Authority  of  the  Federal   Reserve   Systen 

Section  7Ca)   of  H.R.    7S25  would  provide  that   the   Federal 
Keserve  Board  could  set  reserves  over   foreign-owned  state -chartered 
branches,   agencies  or  Kew  York   investment   companies  where   the  pa- 
'tnt  bank  had  total  world-wide   assets   in  excess  of   tlB.      The   Fed- 
eral Reserve  Board  by  letter  to  this  Subcoamittee   dated  May  2S, 
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1977,   Is   also  proposing  that   reserva  raquiraaeiits  be  ijq>09ad  on 
state -chartered  subsidiaries  of  large   foreign  banks  where  thl* 
asset-site  test   is  net.     These   reserve   requireaents  Hould  b« 
imposed  as   an  alleged  prerequisite   to  the   Fed'i  ■onetarx  policy 

The  Conference  of  State  Bank  Supervisors   t^poses  the   above 
provisions.      First  of   all,   affiliation  with  the   Federal  Reserve 
System  is  optional  for  domestic  stBte-chsrtered  banks,   regardless 
of  slie.     This   affiliation  should  also  be  optional   for  foreign 
banking  institutions.     The  bill   attenpts  to  uke   this   affiliation 
■ore  palatable  sinply  by  attaching  a  size  criterion.     Siie   is   not 
a  proper  criterion  for   inposing  reserves.     To  carry  this  to  its 
logical   conclusion  would  require   that  all   large  doaestic  banks  be 
affiliated  with  the   Federal  Reserve   Systen. 

Secondly,   the   Fed,  outside   of  sone  ex  cathedra  pronounceaents, 
has  >ade  no  clear  showing  that   it  needs   reserve-setting  authority 
over  all   state-chartered  domestic  banks--let   alone   foreign  banks-' 
in  connection  with  its   monetary  policy   responsibilities.      The   Fed 
carries   out   Its   monetary  policy   responsibilities  principally  through 
its   Federal  Open  Market   Connitlee  operations. 

In   1974  the   Conference  of  State  Bank  Supervisors  couissioned 
a  study  on   the  optional   affiliation-monetary  policy  question.      A 
copy  of  this   study,  which  is  being   furnished   for  the   record,   states 


1/  The  study  by  Professors  Ross  M.  Robertson  and  Alaarin  Phillips 
entitled,  Optional  Affiliation  with  the  Federal  Reserve  System 
for   ReservrTiirposes    is    Consistent   with   Effective   Monetary   Pol'lc 
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h  of  the 

deral    Re- 


There   i*  substantial  sgree>«nt  that  th*  n 
•ost  useful   for  control  purpose*   Is   the  >i 
(base  Money),  which  li   defined  ai   the  net  aoi 
bilities   of  the   federal   govemaent   (i.e.,   thi 
Reserve  and  the   U.   S.   Treasury)    ..77  Grow 
monetary   base    is    essentially   determined  by   Fi 
serve  holdings  of  U.   S.   govemaent   securi   ' 
jor  source  coq>onent   of  the  base.      Althou;, 
fer  on  the  precision  with  which  the  aonetary 
be   regulated,   the   consensus   aaong  monetary 
is  that  its  siie  can  be   set  within  very  cli 
on  ■  aanthly  basis. 

Whether  the   Fed  needs   reserve-setting  authority  in  connec- 
tion with  Its  Bonetary  policy  responsibilities  was   touched  on  in 
an   article  appearing   in  the  Spring  1973   issue  of  The  Banfcers 
Hagaiine  entitled,   "Khere  Does  Anerican  Banking  Go  Froa  Here?" 
authored  by  Henry  C.   Hallich,   then   Professor  of  Economics   at  Yale 
University,   and  Hable   I.   Hallich.      They  stated  at   that   tine: 

....  The  bulk  of  coaaercial  banking  has  been  exposed 
to  a  special  tax,  in  the  fom  of  reserve  requirements. 
It  makes  no  essential  difference  that  the  revenues  from 
the  tax   reach  the  Treasury  via  the   Federal   Reserve. 

Federal  Reserve  can  quite  well  conduct  monetary  policy 
operationVVithout"  f^uTr^J  reserves.'  •CUnderlining 

■aaedT)  'TPTeenr-)-^ 

As  this  Subcommittee   is   aware,   the   Federal   Reserve  Board  In 
connection  with  ■  proposal  now  before  the   Senate  Banking  Subcouiit- 
tee  on  Financial   Institutions   on  the   question  of  nationwide  HOW  ac- 
counts   tS.    1(64) ,  has  proposed  that   it  be   given   reserve-setting 
authority  over  all   federally-insured  depository   institutions  with 
respect   to  NOHs  offered  by  such  institutions. 

In  testifying  on  the  HOH  account   issue  and  the   relationship 


iptlonal  affiliation  of  some  banks  with  the  Fed  for  i 
loses  cannot  be  considered  high  on  the  list  of  factoi 
Lng  to  these  weaknesses,    if  eligible   at   all   for   inclu 
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of  nonaeaber  Institutions  xlth  tKe   Fadaral  Resarve  S/ttea  for  r«- 

serve-settlni  purposes,  on  June   ZO,   1977  Mr.   George  A.   Lekaistre, 

Chslman  of  the   FDIC,   stated  in  psrt : 

....   There  heve  been  several  studies   of  the  aonetiry 
control   issue  by  econonists   outside  the   Federal  Reserve. 

All  of  those   that   I   an  familiar  with  have  concluded  that 
increased   Federal   Reserve   membership   is   not   iaportant   to 
tKe  effectiveness  of  nonetar/  polic)',   at   least  with  aenber 
banks  coaprising  the   proportion  of   the  amttey  supply  that 

The   Federal  Reserve  Board   for  s  number  of  years  has  been  at- 
teapting  unsuccessfully  to  extend   its   reserve-setting  authority 
over  nonmember  depository   institutions,   largely  on  the   grounds   that 
it  needs   such  authority   for  its  monetary  policy  role.      The  Confer- 
ence believes   this   issue,   which  is   of  considerable   infortance   to 
the  dual  banking  systen,   should  be   decided  on   its  aerits   in  separate 
ied  to  the   issue  of  regulating  for- 
i   that   choose   to  operate  in  this   country 
:  license.      There  sii^ly  has  been  no  shoHing 
ion  «lth  the   Systen  by  our  doaes- 
inpeded  the   Fed   in  carrying  out   its  aone- 
tary  policy  objectlves-'let   alone   that   foreign  banks  operating 
here  have  done  so--and  the  Conference   considers   the   Fed's   approach 
to  extend   its   reserve-setting   role  through  this  bill   is   unjustified. 
Aside   froB  the   fact  that   the   Fed  has  not   demonstrated   its  need 
for  re serve -set ting   authority  over  foreign  banking  Institutions,   let 
ae  point   out   that   all  states  with  branches   of   foreign  banks   apply 
reserve  requirements  equivalent   to   those  of  donestic   state-chartered 
banks.      Even   in   Illinois,   where   there  are  no  state   reserve   require- 
■ents   for  doaestic  banks,   branches  of  foreign  banks  are   required  to 
aalntaln   reserves  equal  to  those   inposed  by  the   Federal  Reserve  on 
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UBber  banks.      Foroign  igenciBs  do  not  accept  doaestie  deposits 
nd  reserves   are  not  Bslntained  against  Ihea.      In  New  York, 
"here  fifty-three   foreign  banks  have  branches,   in  addition  to 
"selves,   foreign  branches  mist   naintain  a  special   liquidity 
Tistive  in  the   form  of   five  per  cent   of  assets   segregated  and 
■aiitained  under  a   restricted  deposit  agreenent  subject  to 
'ilhdrawal   only  with  the  consent  of  the   Hew  York  State  Superin- 
leodent  of  Banks.      This   reserve   is   over  and  above  vault  cash  and 
nhei  liquidity  reserves.      Thus,   in  actual  practice,   foreign  branch 
"serves  »ay  well  be  higher  than  those  of  domestic  banks. 

It  should  be   also  pointed  out   that   foreign  branches    (except 
'"  Massachusetts  vhere  one  branch  Is   located)    furnish  monthly 
copies  of  condition  reports  to  the   interested  Federal   Reserve 
''"ks,   as  well  as  to  their  respective   state  banking  departments. 
Thfise  reports   contain  data  on   reserves  held  by  such  institutions. 

In  Chicago,    Illinois,  where   Z7   foreign  branches   are  located, 
"lese  branches  until   recently,  when  the   Fed  indicated  it  no  longer 
needed  such  data,   submitted  weekly   reports  to  the   Fed  indicating 
reserves   they  were  holding  on  deposits. 

Other  provisions  of  Section   7  would  authorlie  the  Federal 
'•serve  Board  to  iwpose   regulatory  controls  on   foreign  banking 
institutions   operating  under  state   supervision  as  though   such 
institutions  were  aember  banks.      And,   Section   T(e)  would   actually 
•"thorite  the  Fed  to  exercise   a  veto  power  over  state  banking  de- 
P>rtnents   as   to  whether  these   foreign  branches,    agencies  or  in- 
titaent  companies   could  be  organized  under   state  law.     This  sub- 
''ction  Is   an  outrageous   affront  to  states.     Ifhy  should  the  Fed 
^«  Ihe  final  authority  as   to  whether  a  state 


,v  Google 


fundanental  prerogative  of   its  sovereignty,  nmnaly  th*  right   to 
license   a-  banking  institution  in   Its  borders  that   it  believei  will 
serve   the  public  interest--aiid  which  tKe   state  has  the  priHsry 
authorit)'  and  responsibility  to  regulate   and  supervise. 

The   foregoing  provisions  of  Section  7  not  only  are  unwarranted, 
but  they  possess   adverse   ispllcations   for  the   dual  banking  systea. 
In  addition,   they   leave  the   states  with   responsibility  for  super- 
vision but  without   resl  authority. 

Foreign  banks  have  been  operating  in  this  country  for  aany, 
■any  years  under  state   law  and  supervisory  controls.      These  insti- 
tutions have  been  growing  In  this  country  In  recent  years  and  they 
have  been  providing  a  conqietitive  stinulus   to  our  doaestic  banks. 
Purtheraore,   thay   are   a  vital  consideration  In  connection  with   the 
facilitating  of  international  trade   and  with  respect  to  the  growing 
presence  of  our  U.   S.   banks   overseas.      In  this   regard,   according  to 
data   froB  the  Federal  Reserve  Board,   the   assets  of  If.   S.   banking 
offices  abroad,   as   of  April   1976,  were  sona  12236,   or  approxiaately 
3-1/2   tines   as   great   as  the   $66B  in  assets  held  by  foreign  banking 
operations   in  this   country. 

I   an  not  aware   of  any  showing  that  the  absence  of  the  exten- 
sive federal   controls   proposed  in  this   bill  has  been  contrary  to 
our  national  interests,   or  resulted  in  banking  practices  tbat  have 
been  unsafe  or  unsound.      In   fact,   state   banking  department  perforsance 
over  the  span  of  a  century  of  experience  regulating   foreign  banks  has 
been  generally  excellent.     During  hearings   on  S.    958,   the   Foreign 
Banking  Act   of  197S,   foroer   Federal   Reserve  Board  Vice  Chairman, 
George  Mitchell,   stated  in  part: 
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Thera  !■  nothlog  to  Indicate  that  foreign  banks  are 
"abusing"  their  povers  In  the  seme  thst  they  are 
using  the  opportunities  available  to  then  under  the 
present  systea  to  engage  In  any  iaproper  or  unsound 
banking  practices.  Oa  the  contrary.  It  ha^  been  the 
experience  of  the  Board  that  foreign  banks  aperating 
In  the  United  States  have  scrupulously  coaplied  with 
existing  U.  S.  laws  and  regulations  and  have  been 
generally  cooperative  In  their  dealings  vith  the 

In   view  of  the  adverse   inpllcations  of  this  Section  to  the 
I  banking   systen,   and  the  absence  of  any  showing  that   its  pro- 
.ons  are  needed,   the  Conference  requests   this  Section  be 
Lcken  fxoB     the  bill. 

:   Insurance 

Section  6  of  the  bill  would  require  that  any  foreign  branch 
:h  accepts  deposits   of  United  States   citizens,   residents   or 
.nesses  ohose  principal  place  of  business   is   in  the   United 
:«s.  Bust  nalntsin  with  the   FDIC  a  surety  bond  or  pledge  of 
!ts   In  aaounts   deternined  by  the   FDIC  for  the  purpose  of  pro- 
:ing  such  deposits   to  the   saae  extent   and  in  the   seae   asount 
:   they  would  be  protected   in  an  Insured  bank. 

The   Conference  of  State   Bank  Supervisors  has  no  consensus 
r  on  the  necessity  of  extending  FDIC  insurance   to   foreign 
icbes  which  take  donestic  deposits   and  to  agencies  which  do  not 
I  doKBStlc  deposits.      I  would   like   to  point  out,  however,   that 
:e  banking  departiients   regularly  exanine   foreign-owned  state- 
rtercd  subsidiaries,   branches   and   agencies   for  safety  and  sound- 
I.      Because   the   FDIC  does   not   insure   deposits  of   foreign  branches 
because  capital   is   a  nebulous   concept,   states  have   resorted  to 
■r  legal   substitutes   and   approaches  to  assure   the 
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safetf  of  deposits.     The   statutory  for*  Is   genarally  pattemtd 

after  New  York  Banking  Law  [sec.    202]   which   requires: 

l.(a)   Upon  opening  a  branch   and  thereafter,   •   foralgn 
banking   corporation   .    .    .    shall  keep  on  deposit   .    .    . 
with   such  banks   or  trust  coapanies  or  private  bankeTs 
or  national  banks   in   the   State   of  New  York  as   such 
foreign  banking   corporation  aay  designate   and  the 
Superintendent  may    approve,    interest'besring   stocks 
and  bonds,  notes,   debentures,   or  other  obligations 
of  the   United  States   or  an/  agency  or  Instrunentalitr 
thereof,   or  guaranteed  by   the   United  States,   or  of  this 
State,   or  of  a  city,   county,   town,   village,   school  dis- 

by  this   State,  or  dollar  deposits,   or  obligations   of  tb« 
International   Bank  of  Reconstruction  and  ilevelopment 
or  obligations   issued  by  the   Inter- American   Development 
Bank,   or  obligations   of   the   Asian  Devolooment   Bank,   to 
an   aezreeate    amount    ...    of  not    less    than  one    hundred 
,   however,   that   the   Superin 
ime    require    that    the    assets 
ieposited   ,    .    .   may  be   maintained  by  the   foreign  banl; 
Lng  corporation  at   such   amount   as  he   shall   deen  necessary 
>r  desirable   for  the   maintenance  of  a  sound  financial 
:ondition,   the  protection  of  depositors   and   the  public 
Interest,   and  to  aaintain  public  confidence   in  the  busi- 
less   of  such  branch  or  branches   .... 

inking  corporation  shall  hold   in  this 
ids,   notes,   debentures,   drafts,  billa 

tr  evidences   of   indebtedness  or  other 
!  in   the   United  States   or  In  United 
.th  the  prior  approval   of  the   Super- 
intendent,  in   funds   freely  convertible   into  United  States 
funds,   in   an  amount  which  shall  be   not   less   than  one 
hundred  eight  per  centum  of  the   aggregate  amount  of 
liabilities   of  such   foreign  banking  corporation  payable 
at  or  through   its   agency,   agencies,   branch  or  branchea 
in   this    State    .     .     .     (The   Superintendent)    .    .     .    nay 
require   such   foreign  banking  corporation  to  deposit  the 
assets   required  to  be   held   in   this   State    .    .    .   with  such 
banks   or  trust   conpanies  or  private  bankers  or  national 
banks   located   in   this   State,    as   such   foreign  banking  cor- 
poration may  designate   and  the   Superintendent  may  appron. 

The   above  requirenent,   generally  known  as  the   "lOt  per  ceat 
rule"  has   found   its  way   Into   the  statutes  or  practices  of  Illinttis, 
Massachusetts   and  Washington.     The  State  of   IllinolB  require!   for- 
eign branches.   In  addition  to  the   108  per  cent   rule,   to  auintaln 
interest-bearing  obligations   or  dollar  deposits  of  not   less  than 
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tt  ITciter  of  1100, ODD  or  five  p«r  cent  of  total  llsbilitiei, 
uch  obliestions  or  deposits  to  be  miintsined  with  a  state'  or 
itiMil  bank. 

ittbnifcina  Actlvitiea 

Section  6  of  this  bill  Is  designed  to  deal  with  possible 
tpctitlve  adventBges  enjoyed  by  foreign  banks  over  doaestic 
iks  through  securities  affiliates  of   foreign  banks  operating 

this  country. 

The   securities   affiliates  of  foreign  banks   are   relatively  few 

iinber  and  are  located  principally  in  New  York  City,  where  they 
(■!(  priaarily  in  brokerage  activities  for  foreign  custoners  of 
lie  banks . 

CSBS  believes  that   federal  legislation  affecting  the   securi- 
K  activities   of   foreign  banks   should  properly  co>e  only  after 
■pletion  of  extensive   Congressional   review  of  the  Glass-Steagall 
t  luch  as   that  which   is   currently  being  carried  out  by  the  Senate 
curities   Subcommittee.      If,   after  conpletion  of  such   review,   pro- 
bitions   are   continued  on  domestic  banks   engaging  in  activities 
iv  forbidden   thea  by  the  Glass-Stsagall   Act,   the   Conference  would 
»or  prohibiting  such  activities  by  foreign  banks.      However, 
>i«iild  this  devetopnent   occur,   CSBS  believes   it   only  equitable  to 
"Ddfather  related  existing  operations. 
Thank  you  Hr.   Chairman. 
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Mr.  Whttesell.  In  addition  to  the  Conference  of  State  Bank 

Supervisors  Commission  study  which  I  mentioned  earlier,  I  also 
have  the  articles  from  the  American  Banker,  to  which  I  referred, 
and  which  I  would  like  to  submit  for  the  record. 

Mr.  St  Germain.  You  can  submit  them  to  the  subcommittee,  and 
we  will  determine  how  much  goes  in  the  record,  because  we  haven't 
seen  it  as  yet.  Mr.  Whltesell,  on  the  subject  of  the  present  prospec- 
tive expansion  for  foreign  banks  into  other  States,  can  you  give  lu 
an  estimate  of  the  number  of  States  that  are  presently  actively 
attempting  to  attract  foreign  banks? 

Mr.  Whitbsell.  I  can't  give  you  an  estimate  of  the  number  trying 
to  actively  attract  them.  I  think  the  foreign  banks  presently  operate 
in  11  States.  There  may  be  others  that  ere  trying  to  attract  them, 
which  simply  haven't  been  able  to  do  so. 

Mr.  St  Germain.  Can  you  discuss  for  us  the  situation  in  Tezaa 
and  comment  on  the  growth  of  international  banks  in  HoustCHi, 
despite  very  severe  restrictions  on  foreign  banking  operations  in  the 
State  of  Texas? 

Mr.  WKfTESELL.  I  cannot,  but  in  answer  to  that  question,  as  well 
as  the  former  one,  we  would  be  glad  to  submit  a  formal  writt«i 
statement,  Mr.  Chairman. 

[In  response  to  the  information  requested  by  Chairman  St 
Germain,  the  following  letter  was  received  from  Alexander  W. 
Neale,  Director  of  Federal  Legislation,  Conference  of  State  Bank 
Supervisors,  on  behalf  of  Mr.  Whltesell:] 
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During  the   appearance   of  Mr.   William  E.   Whitesell,   Secretary 
of  Banking   for   the   State   of  Pennsylvania,   before   your  Sub- 
Miiittee   on  July   13   regarding   the   above   bill,   you   inquired 
of  Mr.  Whitesell   as   to   an   estimate   of   the   number   of  states 
presently   attempting   to   attract    foreign   banks. 

*s  you  know,    foreign  banks   are   presently   operating   in  Cali- 
fornia, Georgia,  Hawaii,   Illinois,  Massachusetts,  New  York, 
Oitjon,   Puerto   Rico,   Washington  and   the  Virgin   Islands.      In 
'iJition   to   the    foregoing,    the   s^tatutes   of  UiaAflljri   and 
OhlOjiould   appear   to   permit   foreign-owned   agencies.      However, 
iMtare    located   in   those   States. 

In  addition   to   the   above   states,    FJitJjifl,   during   1977,    passec 
legislation   that  would  permit   foreign-owned  banks    to  es- 

id   representative   offices.      Florida   law 

tign  banking  institution- 
:  deposits,  thus  the  statutes  of  Flc 
f<ctively  prohibit  foreign-owned  branches  1 
in  that   State, 
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Inquiry  af  the   state  banking  departaent  at  Austin,  Texas  dis- 
closes   that   the   statutes    in  Texas   prohibit   foreign  corporations 
fron  doing  a  banking  business   in  that  State.     As  a  conse- 
qusnce,    there   are  no    foreign-owned  subsidiary  banks,   branches 

or  agencies   operating   in   Chat   State.      Thorg.  i 
Corporation  operating  in  the  State  of  Texas. 

Cordia^y. 

Alexander  W.  Neale 

Vice  President  - 

Director  of  Federal  Legislation 
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St  Germain.  CEilifomia  and  Georgia  have  limited  foreign 
bo  the  agency  at  this  point,  as  opposed  to  the  branch  form  of 
on.  Can  you  tell  us  whether  or  not  the  absence  of  the  power 
pt  deposits  in  these  States  by  foreign  banks,  since  they  are 
ed  to  agency,  has  interfered  with  their  expansion? 
Nmrnssu..  I  don't  know  whether  I  can  respond  to  whether  or 
las  interfered  with  the  expansion.  I  can  comment  about  the 
ency  of  that  with  respect  to  the  general  view  that  the 
ince  of  State  Bank  Supervisors  has  of  whether  States  should 
le  right  to  determine  whether  they  want  agencies,  branches, 
lidiaries  chartered  in  their  respective  borders. 
3t  Gebmain.  In  Pennsylvania,  you  are  encouraging  foreign 
entering,  but  Pennsylvania   prohibits  branching  by  geo- 
•  limitation;  is  that  correct? 
WmrtBEU..  That  is  correct. 

9t  Germain.  And,  therefore,  you  effectively  prohibit  branch- 
that  manner  within  the  Stete  of  Pennsylvania,  by  these 
banks. 

K^HITESBLL.  What  we  have  is  what  I  might  term  exceptional 
ion  there.  The  bill  which  is  supported  by  the  Pennsylvania 
8  Association,  the  administration,  and  which  has  not  yet 

rMl  into  law,  by  the  way 
Germain.  Has  it  passed  the  l^islature? 
Vhttesell.  It  has  passed.  We  are  simply  cleaning  up  a  minor 
ice  element  on  that  in  conference,  but  that  element  of  our 
IS  bill  has  passed  both  houses  with  no  trouble,  so  there  will 
problem  there.  Those  branches,  agencies,  or  whatever  we 

0  be  established,  can  be  established  anvwhere  in  the  State 
e  foreign-owned  bank  wants  to  esteblish  them,  and  we  had 
ely  no  opposition  on  that  from  any  bankers  that  I  know  of, 
lough  the  State  law  for  domestic  banks  in  the  Common- 
has  contiguous  county  prohibition.  The  anticipation  is  it 

be  only  Pittsburgh,  Erie,  and  Philadelphia,  since  that  is 
we  have  the  foreign  trade. 

3t  Germain.  Figures  on  foreign  bank  assets  and  liabilities 
i  that  they  operate  their  muIti-Stete  offices  as  a  network;  in 
rards,  substantifd  borrowing  and  lending  between  offices  in 
it  States.  If  a  foreign  hank  branch  takes  deposits  in  New 
nd  lends  them  to  a  branch  in  Chicago,  how  can  the  New 
tate  supervisor  be  certain  the  assets  behind  the  deposits  in 
ork  are  sound;  to  wit,  since  the  loans  are  being  made  in 
>,  doesn't  this  form  of  operation  imply  a  need  for  overall 
ion  of  the  entire  foreign  bank  network  in  the  United  States. 
Vhitesell.  I  believe  last  year  concerning  the  Foreign  Bank- 
;  of  1975,  first  deputy  superintendent  of  banks  Len  Lapidus 

1  on  that  before  the  Senate,  and  he  expressed  considerable 
QCe  that  the  New  York  State  banking  authorities  were,  in 
>le  to  determine  to  his  satisfaction  whether  or  not  those 

banks  are  operatii^  soundly  2md  safely,  which  I  take  it  is 
>ort  of  your  statement  about  are  we  engeiging  in  some  undue 
re  to  allow  them  to  lend  wherever  they  like, 
ave  a  comparable  situation  in  Penn^lvania  with  the  State- 
ed  banks  uiat  I  supervise,  that  is,  Girard  has  fbreign  loans; 
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Girard  Bank  gets  deposits  domestically  and  loans  those  moneys 
abroad,  and  we  don't  have  hesitancy  with  examiners. 

Mr.  St  Germain.  Doesn't  the  FDIC  also  examine  Girard  Bank? 

Mr.  Whitesell.  They  always  examine 

Mr.  St  Germain.  FDIC  examines  Girard  Bank,  also? 

Mr.  Whitesell.  That  is  correct. 

Mr.  St  Germain.  Not  only  here  but  the  foreign  branches  except 
in  Switzerlfmd? 

Mr.  Whitesell.  FDIC  does  not  examine  Girard  Bank.  I  miaqx^ 
there.  I  think  we  do  a  joint  examination  with  the  Federal  Reserve. 

Mr.  St  Germain.  Girard  is  international? 

Mr.  Whitesell.  No,  it  is  a  State  member  bank. 

Mr.  St  Germain.  It  is  a  State  member  bank;  therefore,  the 
examinations  are  performed  by  a  Federal  regulatory  body,  both 
within  d\e  State  of  Pennsylvania  and  its  foreign  operations  in  the 
foreign  countries  in  which  it  operates? 

Mr.  Whitesell.  Concurrently  with  ours. 

Mr.  St  Germain.  So  you  can't  draw  a  parallel  between  that  aod 
what  you  refer  to. 

You  say  Mr.  Lapidus  said  New  York  State  supervisors  he  thinki 
are  competent.  New  York  is  an  exceptional  State.  For  State-char 
tered  banks,  I  think  that  our  experience  on  this  subcommittee  in 
Koing  to  various  States,  examining  failures  of  various  banks,  indi- 
cates to  us  that  there  is  still,  and  I  am  sure  you  will  agree  with  me, 
some  room  for  improvement  in  State  bank  supervision? 

Mr.  Whitesell.  I  wouldn't  argue  for  a  minute  that  there  isn't 
room  for  improvement  in  the  State  system  tuid  the  national  gySbea. 
Now  I  think  those  banks  by  and  large  that  have  failed  have  been 
banks  where  the  FDIC  has  also  done  examinations,  and  that  lui 
not  preveiited  bank  failures  there.  So  I  wouldn't  want  to  lay  bank 
failures  at  the  door  of  the  State  supervisor,  especially  when  you 
look  at  the  biggest  banks  that  failed,  like  the  Franklin  National  and 
San  Diego  case,  where  they  were  national  banks  chartered  with  the 
Federal  Government  and  were  not  State  banks  at  all,  and  Stale 
authorities  did  not  even  get  into  those  banks  to  examine  them. 

Mr.  St  Germain.  We  won't  have  a  long  debate  on  this,  but  I  still 
have  my  reservations  about  the  efficacy  of  some  of  the  State  banki' 
supervision  in  some  of  the  States. 

Mr.  Whitesell.  Mr.  Chairman,  I  don't  want  to  engage  in  the 
debate  with  you  on  that  at  all.  I  just  would  like  to  point  out — - 

Mr.  St  Germain.  They  are  not  all  as  fortunate  as  Penntylvanis. 

Mr.  Whitesell  [continuing].  That  the  biggest  failures  have  been 
nationally-chartered  banks  and  not  State-chartered. 

Mr.  St  Germain.  Because  nationally-chartered  banks  are  the 
large  banks,  but  we  have  had  also  failures  on  the  State  level  in 
many  cases  attributable  to  poor  State  supervision. 

Mr.  Whitesell.  Well,  I  would  be 

Mr.  St  Germain.  I  am  not  going  to  go  back  and  forth  with  you  all 
day  on  this.  I  expressed  an  opinion,  and  you  have  an  i    '  ' 
Fortunately,  I  have  the  vote. 

Mr.  Whitesell.  I  am  well  aware  of  that,  Mr.  Chairman. 

Mr.  St  Germain.  My  time  has  expired. 

Mr.  Allen? 
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Mr.  AiXEN.  Mr.  Chainnan,  you  are  doing  so  welt,  take  my  time 
and  continue  on. 

Mr.  St  Gesi«ain.  Thank  you. 

Mr.  Whitesell,  do  the  State  supervisors  establish  a  liaison  to  meet 
the  problem  that  I  referred  to  earlier,  where,  if  deposits  are  accept- 
able in  one  State  and  loans  are  made  in  another  State  through  an 
exchange  of  information? 

Mr.  WnrrESELL.  Does  that  secure  the  loan? 

Mr.  St  Gkrmain.  No; 

Mr.  WHrrESBLL.  Oh,  does  this  occur.  I  am  sorry. 

Mr.  St  Germain.  An  exchange  of  information  between  State  bank 
supervisors.  Let's  take  the  example  I  cited  earlier  of  New  York 
deposits  their  loans  made  in  Chicago.  Is  there  a  liaiaon  established 
between  the  Illinois  State  bank  supervisor  and  the  New  York  State 
bank  supervisor? 

Mr.  WHITESELL.  I  suspect  not  in  the  way  in  which  you  mean  that, 
though  there  is  a  classification  of  what  we  call  national  credits,  that 
is,  credit  lines  of  a  certain  amount  are  established,  examined,  and 
looked  at  by  a  kind  of  joint  venture  with  the  regulatory  bodies  in 
general,  not  just  the  bank  supervisors,  that  is,  the  State  bank 
supervisors  participate  in  that  as  well. 

Mr.  St  Germain.  Mr.  Lee,  on  page  2  of  your  statement,  you  state 
the  bill  will  be  perceived  as  discriminatory  and  invite  retaliation — 
we  are  hearing  that  word  time  after  time  after  time — against  U.S. 
banks  operating  ^road. 

We  have  asked  many  witnesses  about  this,  both  in  these  hearings 
yesterday  and  today,  and  we  will  ask  more  of  them  in  the  next  few 
days.  The  question  has  been  asked  in  the  Senate  in  their  hearings, 
and  we  asked  them  in  our  hearings  last  year,  and  we  find  it  difficult 
to  pinpoint  even  this  morning  with  Mr.  Solomon — whether  or  not 
we  ever  see  those  statements,  those  memoranda,  in  questionable — 
but  this  subcommittee  did  discuss  this  matter  with  the  foreign 
central  banks,  and  that  is  why  we  asked  the  question. 

What  evidence  do  you  have  that  this  will  invite  retaliation?  I  am 
not  talking  about  banks,  but  rather  the  regulatory  authorities  in 
the  foreign  countries. 

Mr.  Lee.  Mr.  Chairman,  I  am  well  aware  that  your  subcommittee 
made  a  study  of  foreign  central  banks  principally  in  Europe  and 
elsewhere  as  well,  and  I  know  Mr.  Mitchell  made  a  serious  effort  to 
discuss  the  possibility  of  retaliation  with  foreign  central  bankers. 

As  I  tried  to  bring  out  in  my  statement,  there  really  is  a 
reluctance  on  the  part  of  foreign  central  bankers  when  speaking 
with  Government  officials  to  be  completely  candid.  They  shade 
what  they  say,  to  be  very  polite  about  it.  They  don't  want  to 
threaten,  and  I  am  sure  that  is  not  their  intention. 

We  feel,  and  we  hear,  and  we  firmly  believe,  if  a  bill  of  this  sort  is 
passed,  there  will  be  a  very  gradual  ratcheting  down  and  tightening 
up.  It  won't  be  one  day  somebody  standing  up  and  saying  we  are 
embarrassed  about  the  United  States  and  we  are  going  to  hit  them 
with  retaliation.  It  won't  come  that  way  at  all,  but  it  will  come  in  a 
very  subtle  way,  and  we  are  very  much  concerned  that  over  a 

Eriod  of  time  the  climate  for  international  banking  will  become 
IS  favorable  than  it  is  today. 
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Mr.  St  Germain.  So  it  is  a  feeling  you  have? 

Mr.  Lee.  It  is  a  feeling;  that  is  correct. 

Mr.  St  Gbrmain.  Perhaps  the  obaervation  of  the  way  an  eyebrow 
is  tilted? 

Mr.  Lee.  Absolutely.  No  one  comes  to  us  and  says  you  had  better 
get  to  Washington  and  testify  on  this  bill  because  if  it  passee,  we  an 
going  to  do  this  to  you  and  that  to  you.  No  one  says  that  There  it 
no  evidence  I  can  present  to  you. 

Mr.  St  Germain.  So  it  is  a  feeling? 

Mr.  Lee.  It  is  a  feeling. 

Mr.  St  Germain.  I  was  very  fortunate;  since  I  am  French,  I  iui  i 
private  luncheon  with  the  Bank  of  France,  and  we  took  our  jacket! 
off,  and  we  ate  too  much,  but  we  talked  a  great  deal,  and  1  didn't  get 
that  feeling  in  discussing  this  legislation  with  them,  and  that  WM 
the  primary  purpose  of  our  inquiry  and  our  trip. 

Mr.  Lee,  on  page  7,  you  referred  to  the  permanent  grandfathr 
r^hts  traditioned  in  U.S.  banking  l^^lation.  However,  there  weR 
divestitures  required  on  the  Bank  Holding  Act  Amendments  of 
1970,  and,  moreover,  as  has  been  testified  to  earlier  this  moming, 
on  the  Glass-Steagall,  there  was  absolute  divestiture  requiied 
within  1  year.  So  that  it  is  not  unheard  of. 

Mr.  Lee.  It  is  not  unheard  of.  It  is  very  traumatic,  I  think,  Ur. 
Chftirman,  you  will  eigree. 

Mr.  St  Germain.  Of  course. 

Mr.  Lee.  There  is  certainly  one  precedent 

Mr.  St  Germain.  It  is  like  if  you  get  gangrene  in  your  Jeg  and 
have  to  have  it  amputated,  it  is  traumatic,  but  neceaBBzy? 

Mr.  Lee.  That  is  not  our  perception. 

Mr.  St  Germain.  If  it  is  considered  necessary,  it  is  traumatic,  but 
if  considered  necessary,  you  nonetheless  have  to  do  it. 

Mr.  Lee.  We  don't  equate  foreign  bank  affiliates  with  gangrene  in 
the  leg. 

Mr.  St  Germain.  I  didn't  mean  to  imply  that.  Let's  equate  it  with 
something  else.  Eminent  domain:  I  have  a  business  along  a  hi^ 
way,  but  they  are  going  to  widen  that  highway,  so  they  take  nr 
business  away  or  make  it  an  8  lane  or  4  lane  with  divider  and,  ai  ■ 
result,  my  customers  are  gone.  It  is  traumatic.  I  lost  my  souite  of 
income,  but  it  happens. 

Mr.  Lee.  You  are  right,  sir;  in  eminent  domain  it  is  alao  tnii- 
matic,  yet  there  is  an  effort  by  the  court  to  make  the  entity  irixdc- 
In  this  case  foreign  investments  made  over  a  long  period  of  time  in 
this  country  with  the  expectation  that  the  rules  would  remain  the 
same  will  be  suddenly  cut  off  and  no  recompense  given. 

Mr.  St  Germain.  On  page  3,  you  say  nonmember  domestic  State 
banks  which  are  not  insured  are  not  subject  to  any  Federal  regula- 
tion. This  may  be  true,  but  is  it  not  true  they  are  subject  to  certain 
forms  of  Federal  banking  laws,  for  example,  under  the  GIbm- 
Steagall  Act  that  prohibited  dealing  in  securitiee,  and  this  applies  to 
noninsured  State  banks  as  well  as  all  U.S.  banks;  is  that  not 
correct? 

Mr.  Lee.  That  is  correct. 

Mr.  St  Germain.  My  time  has  once  again  expired,  as  well  ai  Mr- 
Allen's  time. 
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Thank  you,  Mr.  Allen. 

Mr.  Hyde? 

Mr.  Hyde.  Mr.  Lee,  with  reference  to  section  8,  we  have  heard 
a^umeuts  that  foreign  banks  that  have  securities  affiliates  have 
enjoyed  some  significant  competitive  advantages  over  the  U.S. 
banks.  In  your  experience,  is  this  the  case? 

Mr.  Lee.  No,  indeed.  We  feel  quite  the  opposite.  Our  banks  feet 
that  their  presence  in  this  country,  even  though  the  business  they 
do  in  this  countiv  is  very  minimal,  is  of  assistance  to  us,  not  only 
here  but  especially  in  allowing  us  access  to  and  gaining  us  access  in 
the  markets  abroad. 

Mr.  Hyde.  Mr.  Whitesell,  we  were  treated  to  an  interesting 
colloquy  about  the  dements  of  State  examination  versus  FDIC, 
Comptroller  Qeneral,  and  Federal  Reserve  examination.  Is  it  your 
experience  that  Federed  bank  examiners  put  their  trousers  on  me 
lee  at  a  time  just  like  State  bank  examiners  do? 

Mr.  Whitesell.  I  could  say  facetiously  we  require  ours  to  jump 
into  them  two  legs  at  once. 

Mr.  Hyde.  There  is  no  infusion  of  genius  that  suddenly  hsj>pens 
to  a  Federal  bank  examiner  that  is  not  available  to  a  State  bank 
examiner? 

Mr.  Whitesell.  I  think  that  is  correct,  sir.  Actually,  we  use  some 
of  the  same  schools  the  FDIC  uses.  We  do  not  use  any  of  the  schools 
that  the  Comptroller  of  the  Currency  puts  on. 

Mr.  Hyde.  1  have  no  further  questions,  and  I  yield  to  the  gentle- 
man from  Michigan. 

Mr.  Bkown.  As  I  recall,  Mr.  Whitesell,  when  we  were  having 
hearings  of  my  subcommittee  of  the  Government  Operations  Com- 
mittee, it  was  alleged  there  was  shopping  around  being  done  by 
banks,  based  upon  the  strictness  of  regulation,  examination,  et 
cetera,  and  isn  t  my  recollection  correct  that  the  allegation  was 
made  that  a  very  substantial  Pennsylvania  bank  switched  from  a 
State  charter  to  a  national  charter  on  the  basis  that  the  r^ulation 
to  ttie  Comptroller's  Office  was  less  stringent  than  that  of  the 
Sate? 

Mr.  Whitbsell.  Let  me  say,  sir,  the  only  thing  I  know  about  that 
is  what  I  read  in  the  newspaper,  but  I  read  in  the  newspaper  that 
was,  in  fact,  the  case. 

Mr.  Bbown.  I  wanted  to  bring  this  out  because  the  chairman 
aaisested  that  maybe  States  don't  do  as  good  a  job. 

Bur.  Whitesell.  You  are  correct,  I  think,  in  stating  that  was  one 
of  the  assertions  in  that  hearing,  and  that  certainly  was  a  mi^or 
part  of  one  or  more  articles  that  appeared  in  the  Wall  Street 
Journal,  and  I  don't  think  it  was  ever  really  denied  by  the  people  in 
that  bank. 

Mr.  Brown.  Wasn't  that  a  rather  substantial  bank,  as  I  recall? 

Mr.  Whitesell.  Yes,  it  was,  almost  $7  billion  in  total  assets  now, 
the  second  largest  betiik  in  Pennsylvania. 

IMr.  Brown.  After  hearing  your  statement  emd  Mr.  Lee's  state- 
ment, as  I  indicated  to  Mr.  Solomon,.!  haven't  had  a  cl  ice  to  go 
over  the  present  bill,  but  1  presume  it  is  substantially  tne  ae  as 
last  years  bill,  and  when  1  asked  him  the  question  about  u  bill 
not  providing  uniformity,  the  chairman  and  Mr.  Solomon       d  it 
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does  provide  uniformity,  and  I  think  you  and  Mr.  Lee  pointed  out  it 

doesn't  gTEint  uniformity? 

Mr.  Whttesell.  I  would  agree  it  does  not  give  uniformity.  For 
instance,  I  think  we  need  only  to  point  to  the  fact  that  if  Pennsylva- 
nia and  New  York  wanted  to  currently  allow  banks  fitim  each  State 
to  branch  into  the  other,  that  is  possible  under  present  law.  Now,  if 
this  bill  is  passed,  Pennsylvania  then  doesn't  have  the  same  li^t 
with  respect  to  foreign  banks  that  it  has  with  respect  to  domestic. 

Mr.  Bbown.  That  is  the  point  I  was  making  and  the  response 
from  Solomon  was  that,  oh,  no,  we  have  taken  care  of  that  I 
thought  maybe  this  was  a  different  version  of  the  bill. 

Mr.  WnrrESELL.  No,  I  think  he  probably  isn't  as  sensitive  to  thst 
as  a  State  bank  regulator  would  be. 

Mr.  Brown.  Thank  you  very  much.  I  appreciate  both  of  your 
statements. 

Mr.  St  Germain.  Mr.  Cavanaugh. 

Mr.  Cavanaugh.  I  have  no  questions. 

Mr.  Bbown.  Mr.  Chairman,  one  second. 

I  think,  Mr.  Whitesell,  in  your  statement  you  testified  on  tiie 
Gtass-Steagall  aspect  of  this  matter.  It  is  your  proposal  that  foreign 
institutions  presently  functioning  in  this  country  be  grandfathered 
in,  both  as  far  as  the  institutions  and  the  ongoing  functions;  is  that 
not  correct? 

Mr.  Whttesell.  That  is  correct. 

Mr.  BsowN.  Pending  some  determination  of  change  or  continu- 
ance of  the  policy  of  the  Glaas-Steagall  Act? 

Mr.  Whtfesell.  Our  general  position  is  that  those  things  really 
shouldn't  be  changed  until  we  have  had  a  thorough  review  of  Glass- 
Steagall;  that  is  correct. 

Mr.  Brown.  Let  me  presume  a  little  further.  As  I  understand  it, 
those  institutions  that  are  engaging  in  the  securities  business  are 
not  depository  institutions  as  we  know  them,  not  retailers  as  such. 
Should  any  grandfathering  of  institution  and  function  bear  with  it 
the  complementary  grandfathering  restriction  that  they  may  not 
engage,  in  efTect,  in  a  retail  depository  function  so  long  as  they  are 
permitted  to  engage  in  all  the  activities  they  are  presently  engaged 
m  that  are  more  liberal  insofar  as  applied  to  domestic  banks? 

Mr.  WnrrESELL.  You  are  asking,  should  that  happen;  was  that  the 
question? 

Mr.  Brown.  Yes. 

Mr.  Whitesell.  I  think  the  position  of  the  Conference  of  State 
Bank  Supervisors  is  that  we  would  simply  grimdfather  them  as  if  it 
exists  now;  we  let  it  continue  to  exist. 

Mr.  Brown.  Should  they  be  able  to  then  participate  in  the 
additional  function  of  a  retailing  depository  institution  which  they 
don't  engage  in  at  the  present  time? 

Mr.  Whitesell.  I  think — I  just  have  to  look  to  see  if  any  of  those 
banks  currently  engEige  in  a  retail  business,  and  I  dmi't  know 
whether  the  answer  to  that  is  affirmative  or  negative.  But  we  would 
be  glad  to  check  on  that  and  see,  if  you  like.  I  think  our  position 
would  be  regardless  of  whether  they  are  engaged  in  a  retail  or 
strictly  wholesale,  they  should  be  grandfathered. 
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Mr.  Bbown.  You  still  haven't  answered  mv  question. 
Grandfathered  as  to  what  they  are  doing  or  as  to  what  they  are 
doing  plus  whatever  else  they  might  be  able  to  do  under  the 
ksisUtKm? 

Mr.  Whitbsbll.  I  think  the  latter,  instead  of  the  former 
characterization. 

Mr.  Bhown.  Thank  you. 

Bfr.  St  Germain.  Gentlemen,  without  (Ejection,  there  will  be 
additiiHial  questions  submitted  to  you  in  writing,  and  we  will  ask 
you  to  answer  for  the  record. 

"Die  subcommittee  will  be  in  recess  until  9  a.m.  tomorrow  mom- 
ing,  at  which  time  we  will  hear  from  the  witnesses  as  listed  on  the 
witness  list  which  was  distributed  on  July  12,  the  revised  witness 
list 

[Whereupon,  at  12  noon,  the  subcommittee  recessed,  to  reconvene 
at  9  a.m.,  Thursday,  July  14,  1977.] 
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INTERNATIONAL  BANKING  ACT  OF  1977 


tuesday,  july  19, 1977 

House  op  Repbesbntativbs, 
subcommtttbe  on  financial  institutions 
Supervision,  Regulation  and  Insurance  of  the 
coboutteb  on  banking,  finance  and  urban  apfairs, 

WashingtoTi,  D.C 

Tlie  subcommittee  met,  pursuant  to  recess,  at  9:00  a.m.,  in  room 
212S,  Raybum  House  Office  Building,  Hon.  Fernand  J.  St  Germain 
(chauman  of  the  subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Aimunzio,  Hanley,  Wylie, 
and  Hyde. 

Mr.  St  Gbrbiain.  The  subcommittee  will  come  to  order. 

This  morning  the  subcommittee  resumes  hearings  on  H.R.  7325, 
the  International  Banking  Act  of  1977.  Unfortunately,  due  to  the 
business  of  the  House  last  week  in  connection  with  our  delibera- 
tions on  the  National  Consumer  Cooperative  Bank  Act,  it  was 
necessary,  with  verv  little  notice,  to  cancel  last  Thursday's  heariiig 
and  to  reschedule  uiose  witnesses  for  today.  We  certainly  apologize 
for  the  inconvenience  that  we  reiilize  this  has  caused  a  number  of  our 
witnesses,  particularly  those  witnesses  who  have  traveled  a  great 
distance,  to  express  their  views  on  the  pending  l^islation. 

In  order  to  accommodate  our  guests  from  overseas,  we  are  pleased 
to  grant  their  request  to  be  heard  first  this  morning.  I  do  apologize 
for  the  early  hour,  but  in  order  to  cover  all  of  the  witnesses 
essential  for  us  to  consider,  it  has  been  necessary  to  b^in  early  and 
I  have  no  doubt  we  will  be  continuing  late  into  the  afternoon  today. 

We  wiU  hear  from  the  first  panel— the  European  Economic  Com- 
munity panel— and  the  witnesses  are  Lord  O'Brien  of  Lothbury, 
president,  British  Bankers  Association;  Dr.  Wolfgang  Jahn,  member 
of  the  board,  Commerzbank  AG;  and  Paul  Fabre,  deputy  managing 
director,  French  Bankers  Association,  accompanied  oy  William  D. 
Rogers,  partner,  Arnold  &  Porter. 

GenUemen,  we  will  hear  from  Lord  O'Brien  first. 

We  will  put  your  statement,  the  statement  of  the  European 
Economic  Community  Banking  Federation,  into  the  record  tllong 
with  the  annex  etccompanying  it,  at  the  conclusion  of  your  individ- 
ual statonenta,  and  you  may  proceed. 
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STATEMENT  OP  THE  RT.  HON.  LORD  O'BRIEN  OF  LOTHBUKY, 
PRESIDENT,  BRITISH  BANKERS  ASSOCIATION 

I»rd  O'Bbien.  Thank  you,  Mr.  Chairman,  and  thank  you  fbr 
giving  us  the  opportunity  to  meet  with  you  to^y.  We  apredate  why 
it  was  not  p<M8ible  last  week  and  we  have  been  enjoying  the 
pleasures  of  Washington  meanwhile,  so  don't  worry  on  that 
account. 

Mr.  St  Germain.  We  hope  you  helped  our  economy  out  a  little  bit 
despite  the  heat. 

Lord  O'Brien.  Mr.  Chairman,  my  colleagues  and  I  much  appreci- 
ate the  opportunity  you  have  given  us  to  testify  before  your  lUstin- 
guished  committee  concerning  the  bill  to  provide  for  Federal  regula- 
tion of  participation  by  foreign  banks  in  U.S.  domestic  financial 
markets.  (H.R.  7325) 

May  I  intnxiuce  my  associates.  On  my  right.  Dr.  Wolfgang  Jahn, 
member  of  the  board,  Commerzbank,  Germany,  and  on  my  left.  Mr. 
Paul  Fabre,  deputy  managing  director,  French  Bankers  Aasociatioii, 
who  is  appearing  in  the  place  of  Mr.  Georges  Smolaiski,  Oedit 
I^onnais,  who  was  originally  to  appear  at  the  July  14  seorion.  I  an 
Lord  O'Brien,  president  of  the  British  Bankers  Association. 

We  three  are  spokesmen  for  the  European  Banking  Federatioa, 
which  represents  the  commercial  banks  in  the  member  states  t^tiie 
community— Belgium,  Denmark,  Prance,  Gennany,  Holland,  Ire- 
land, Italy,  Luxembourg  and  the  United  Kingdom. 

We  have  behind  us  a  strong  supporting  panel,  the  names  of  whean 
I  will  not  give  now,  although  I  hope  they  may  be  written  into  the 
record. 

We  are  sure  you  will  study  with  care  the  written  submiaaion  we 
have  made  to  you. 

Since  we  hope,  all  three,  to  speak  during  this  10-minute  opening  1 
must  be  brief. 

Your  committee,  Mr.  Chairman,  are  the  representatives  of  the 
strongest  economy  in  the  world.  For  many  years  by  firm  sufmort  of 
free  trade  and  fair  and  open  competition  you  have  been  tugdy 
instrumental  in  bringing  the  free  world  out  of  the  ruins  of  war  b> 
greater  prosperi^  than  ever  before.  You  have  been  in  tiie  forefimit 
of  the  internationalization  of  business  and  commerce.  Nowhere  has 
this  been  more  striking  in  the  past  20  years  than  in  the  hoM^ing 
industry  where  the  worldwide  activities  of  American  banks  have 
exceeded  all  others.  The  world  has  benefited  greatly  from  these 
developments — never  so  more  than  in  the  financial  aftermatli  of 
the  enei^  crisis  which  begem  towards  the  end  of  19^3. 

We  hope  the  United  States  is  going  to  continue  to  encourage 
freedom  of  development  and  competition  in  the  banking  indusfary 
across  national  boundaries. 

The  banks  we  represent  naturally  have  no  desire  to  see  their 
present  opportunities  in  the  United  States  constrained  by  new 
I^islation.  We  know  also  that  there  are  strong  feelings  in  certain 
quarters  in  the  United  States  that  foreign  banks  should  be 
permitted  to  operate  in  more  than  one  State  and,  in  the  interest*  of 
nirthering  international  trade,  this  would  no  doubt  be  desirable. 
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ratbeleas  our  banks  accept  that  it  is  for  the  VS.  authorities  to 
'  how  tlwir  banking  system  should  be  r^ulated.  If  further 
ition  is  considered  necessary,  our  banks  press  most  stronsly 
t  should  be  based  strictly  on  nondiscrimination  between  do- 
!  and  foreign  banks  operating  in  the  United  States, 
a  if  the  principle  of  nondiscrimination  is  fully  observed  in  all 
n  covered  by  the  bill,  our  banks  will  feel  that  they  have  been 
hr  treated  if  there  is  not  at  the  very  least  permanent 
ntbering  of  all  existing  operations,  boui  of  branches  and 
ties  affiliates.  These  operations  represent  much  investment  of 
T,  time,  personnel  and  experience  which  we  believe  has 
sued  competition  and  benefited  the  U.S.  economy.  We  can  see 
)d  reason  for  bringing  operatioiifi  which  now  exist  to  an  end 
ope  ytHir  committee  will  agree.  I  would  add  that  even  perma- 
[rwufathering  will  not  save  some  foreign  banks  ^m  consid- 
hardship, 
note  that  the  operations  of  existing  securities  afiBliates  are,  in 
iresent  draft  bill,  to  benefit  only  from  temporary 
hthering.  This  is  a  meaningless  concession  which  ensures  a 
il  rather  than  sudden  death— but  death  all  the  same, 
illy,  on  the  sidoect  of  grandfathering,  so  far  as  multistate 
iSB  are  conoemed,  we  strongly  question  whether  it  is  fair  that 
fective  date  should  be  so  far  back  as  May  1,  1976,  and  note 
9)pnival  that  the  Fedral  Reserve  Board  appears  to  share  this 

all  aspects  of  the  proposals  now  before  you  are  of  equal 
•n  to  thie  banks  in  each  of  our  countries.  But  they  are  united 
ir  support  of  all  the  objections  we  are  placing  before  you,  I 
lot  covered  all  of  them  in  this  brief  resume,  knowing  that  my 
[ues  wish  to  emphasize  some  of  them  in  their  remarks  which 

xmdusion,  all  I  will  say  is  that  we  have  read  the  written 
mm  by  the  Institute  of  Foreign  Bankers  and,  if  we  may, 
commend  it  to  you  as  an  excellent  paper. 
r,  lir.  Chairman,  if  I  may,  I  will  pass  the  word  to  Mr.  Paul 


aiENT  OF  PAUL  FABRE,  DEPUTY  MANAGING  DIRECTOR. 
NCH  BANKERS  ASSOCIATION:  ACCOMPANIED  BY  WILLIAM 
OGERS,  PARTNER,  ARNOLD  &  PORTER 

Fabrb.  Mr.  Chairman,  members  of  the  subcommittee,  the 
Doent  hanking  and  securities  affiliates  of  European  banks  play 
1  but  constructive  role  in  the  U.S.  capital  markets.  They  have 
uced  new  capital  resources  and  healthy  competition  for 
ivriting,  trading,  and  market  making.  They  have  also  contrib- 
j>  the  development  of  a  central  securities  market  through  the 
t?  they  have  brought  to  U.S.  securities  markets.  This  is 
cuarly  true  as  regards  the  r^oned  exchangee  such  as  the 
I,  Philadelphia,  Midwest  and  Pacific  Stock  Exchanges.  We 
i  this  is  supportive  of  the  procompetition  polity  embodied  in 
leurities  Ads  Amendments  of  1975. 

be  decade  during  which  most  of  these  firms  have  been  in 
ice,  neither  we  nor  any  of  the  experts  who  have  teetifi^ ' 
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before  you,  have  become  aware  of  any  regulatory  problems  that 
would  suggest  a  need  for  correct  legislation.  Furthermore,  invest- 
ment h«wlri»ig  and  securities  afliliat^  of  European  banks  have  the 
status  of  SBC  registered  broker /dealers.  They  are  under  rwulator 
supervision  not  only  of  the  SBC,  but  also  the  NASD  and  me  stott 
exchanges  (k  which  they  are  members. 

Due  to  the  structural  differences  between  the  U.S.  banking  sys- 
tem, wiUi  its  separate  commercial  banks  and  securities  firms,  aiid 
the  "universal"  oanking  system  in  Continental  Eurwe  where  banks 
perform  both  functions,  the  practical  effect  of  H.R.  7325  vrould  be  to 
preclude  effective  Ehiropean  competition  with  U.S.  securitites  firms. 
Moreover,  it  would  force  dissolution  of  existing  securities  affiliates 
established  with  great  effort  and  at  considerable  coet.  On  the 
Continent,  investment  bfmking  is  exclusively  undertaken  by  the 
banks.  Therefore,  to  exclude  European  bank  related  securities  finoa 
from  the  U.S.  market  is  to  exclude  Europe. 

The  provisions  contained  in  section  8  of  the  bill,  which  would 
grandfatiier  existing  securities  activity  until  1985  and  thereafter 
allow  foreign  securities  afTiliates  to  underwrite,  but  not  distribute 
or  deal  in  securities  in  the  United  States,  is  not  a  solution.  Such 
partial  grandfathering  would  permit  foreign  banks  to  take  the  rids 
of  underwriting,  whUe  denying  them  the  freedom  to  distzibute 
securities  in  the  U.S.  market  for  which  an  issue  is  tailored  and  the 
underwriting  risk  calculated.  This,  and  the  abili^  to  act  as  a  deader 
in  secondary  markets  in  the  United  States,  are  necessary,  even  with 
important  European  placement  capabilities  for  some  issues,  if  we 
are  to  continue  as  an  active  underwriter  in  your  market.  Moreover, 
our  securities  affiliates  would  be  crippled  immediately  upon  passue 
of  H.R.  7325  because  they  would  be  unable  to  offer  a  meaningnl 
future  to  employees  or  customers.  Passage  of  the  House  bill  would 
not  be  slow,  but  quick  death  for  our  securities  affiliates  as  viable 
entities. 

We  would  hope  that  upon  review,  and  realizing  the  Beriooa 
problems  we  have  with  this  legislation,  the  committee  would  revise 
it,  preferably  to  eliminate  sec^on  8  in  its  entirety.  That  foiling,  we 
would  hope  to  see  at  the  very  minimum  a  full  grandfathering  of 
securities  activities  existing  at  the  present  time  and  some  flexilnli^ 
for  future  such  activities  by  the  very  few  foreign  banks  not  already 
shareholders  of  a  securities  affiliate  who  might  like  to  enter  into 
such  activity.  This  would  not  open  the  possibility  of  any  significant 
increase  in  such  activity  by  foreign  banks.  It  would  avoid  an 
unnecessary  arbitrary  result. 

Thank  you  Mr.  Chairman,  with  your  permission,  I  would  now 
turn  the  presentation  over  to  Dr.  Jahn,  who  will  address  problems 
of  other  -nonbanking  activities  of  foreign  banks. 

STATEBIENT  OF  DR  WOLGANG  JANG,  MEMBER  OF  THE  BOARD, 
COMMERZBANK  AG 

Dr.  Jahn.  Mr.  Chairman,  roembere  of  the  subcommittee,  I  am 
most  grateful  for  the  opportunity  of  appearing  before  you.  I  will 
limit  my  comments  to  section  8  of  H.R.  7325  insofar  as  tiiis  section 
would  prohibit  nonbanking  activities,  other  than  the  investment 
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]g  aetivitiea  that  have  been  diBCuased  by  my  colleague  Mr. 

Eluropean  banks  that  wish  to  do  or  continue  doing  business  in 
oited  States,  the  prohibitions  of  section  8  are  most  trouble- 
We  fully  understand  the  polit  of  the  Bank  Holding  Com- 
Hct;  we  accept  them  as  the  oi  the  United  States;  and  you 
e  sure  that  there  is  a  sepa      ion  between  our  banking  in  the 

I  States  and  any  nonbanking  companies  in  the  United  States 
idk  our  banks  have  ownership  or  control  of  the  kind  prohib- 
f  the  Bank  Holding  Company  Act. 

by  accepting  the  law  ana  the  public  policies  of  the  United 
in  the  United  States  we  still  are  not  able  to  apply  that  law 
MM  poUcieB  to  the  home  (rflices  of  our  banks.  These  banks  are 
t  to  tiie  law  and  policies  of  their  home  countries, 
appreciate  that  the  Federal  Reserve  Board  has  recognized 
problems  of  extraterritorial  application.  A,t  leaat  one  at  the 

IfnmntM  tn  aartinn  R  pnfUT-WTTl  Fy  tht  FH.  nnmtlj.  l7  TTTiTITf*  j 
nking  activities  prinrioflllv  conducted  outside  f 

riution  of  our  problems:  tif™ww«»i-  thia  npparant, 

jected  to  conditions  Wbl'i^^  n'ifi^  ywnninP  gnwrtinna  ahftirt  t 

snpy  ol  these  amendmentSj  ~ 

let  me  come  back  to  the  problems  of  section  8  as  set  forth  in 

II  itself.  The  main  problem  results  from  the  fact  that,  for 
a  historical  and  economic  reasons,  meuiy  foreign  banks  have 
its  in  industrial  and  commercial  companies  in  their  own 

?.  These  companies  would  be  precluded  from  making  new 
investment  in  the  United  Stat^.  AlWi  'P  th"  '''*"  "*"  ff rp'C" 

in    tha     llriJtflH     StfltfT    ■"*''■'*'     ha™     infownato- 


_»  remind  you  that  the  appointed  institutional  role  of  conti- 
European  hanks  in  their  countries'  economy — not  an  acci- 
ly  appointed  role,  but  a  role  developed  over  a  century  of 
rate  governmental  decisions — that  the  appointed  role  of  Euro- 
tianks  is  not  identical  with  that  of  American  banks.  It  is 
Dt  in  more  ways  than  I  have  time  to  explore  fully  here. 
in  the  context  of  nonbanking  activities  it  is  essential  to  know 
lat  many  banks — that  is  they  are  depository  institutions,  as 
■  investment  banks  and  brokers.  As  such,  continental  banks 
e  and  sell  shares  in  industrial  and  commercial  enterprises. 
8  part  of  their  legally  constituted  business.  But  apart  from 
lur  banks  were  at  times — and  may  be  again — urged  by  their 
iments,  or  forced  by  economic  necessity,  to  acquire  such 
.  Many  such  industrial  and  commercial  holdings  had  to  be 
ed  by  bans  during  the  Great  Depression  in  order  to  prevent 
Uapse  of  enterprises — others  were  acquired  at  the  request  of 
ivemment  to  prevent  a  take-over  deemed  contrary  to  the 
interest.  In  my  country  many  of  these  holdings  were  ac- 
aa  long  as  50  years  ago. 
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And  one  more  most  significant  factor  must  be  luown:  European 
aecurity  markets  are  incomparably  thinner  than  those  of  the 
United  States,  and  divestiture  would  be  imprwrticable  and  ex- 
tremely unsettling. 

With  this  background  I  hope  you  will  understand  why  section  8  in 
its  present  form  would  face  us  with  an  unacceptable  dilemma: 
either  to  attempt  to  sell  shares  in  inadequately  receptive  markets 
against  our  own  economic  interests  and  perhaps  even  against  ibe 
public  policy  of  our  own  countries,  or  to  liquidate  our  banks  in  the 
United  States.  Either  step  would  be  destructive  and  would  thresBteo 
the  equilibrium  and  the  functioning  of  what  is  left  of  a  free 
international  economy.  During  the  recent  recession  we  had  to 
releam  that  our  economies  are  interdependent.  None  of  the  free 
industrial  nations  can  any  longer  adopt  policies  that  ignore  its 
trading  partners  and  allies.  We  share  the  same  fate. 

Thank  you. 

Mr.  St  Gbrmain.  At  this  point  we  will  put  your  entire  state- 
ment— the  statement  of  the  European  Economic  Community  Bank- 
ing  Federation — into  the  record. 

JThe  statement  of  the  European  Economic  Community  Banking 
Federation  follows:] 
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B.  E.  C,    BANKIHG    FBDBRATION 


on  H.R.    7325 
Intarnatloaal  Banking  Act  o£  1977 


Hearings  before  the 

Subcommittee  on  Financial  Institution* 

Supervision,   Regulation  and   Insurance 

of   the  Committee  on  Banking,   Finance  and  Urban  Affairs 

'House  of  Representatives 
July   14^    1977 
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1.  Tbm  Banking  F«a«r*tlen  of  tb»  Buropaaa  Seanoaie  Co^Kmltr 
«ppr«elat«a  th*  opportunity  to  ai^raaa  Ita  vtaira  on  a.l. 
732S,  a  bill  to  ragulat*  foralqn  banka  In  th*  Onltad 
Stntoa.  TtM  E.B.C.  Banking  Fadaratlcn  rapraMnta  tba 
bonkaca  aaaoclatlona  of  aach  of  tba  nlna  n«ib«r-countri«a 
of  tba  Buropaan  CoaMon  Harkati  haralnaftar  caforrod  to  •• 
tha  Europaan  banka. 

2.  All  of  tha  Europaan  banka  would  ba  advazaaly  affact*d  by 
tha  propoaad  laglalation,   althou^  tha  inpaet  on  aaeb  of 
tha«  would  not  ba  axactly  idantlcal  bacauaa  of  oartaln 
dlvaraltiaa  In  tha  banking  ragulatlona  of  thalr  raapactlTC 
oountriaa.  To  tha  axtant  that  thara  la  an  Inpraaalon  tbat 
tha  bill  which  tha  Uouaa  of  Repicsentatlvaa  paaaad  laat 
year,  and  to  which  H.R.   7325  ia  virtually  Idantlcal,   la 
ganarally  aecaptabla  to  Eurc^>aan  banka,   tha  purpoaa  of 
thla  atatoMant  la  to  dlapal  thla  ijqpraaalon. 

3.  Europaana  ar*  aomawhat  confuaad  at  thla  ataga  am  to  what 
Unitad  Statas  policy  toward  foralgn  banka  raally  ia.   On 
tha  ona  hand,  bills  lika  H.R.   7335  ai*  to  raatrict  tba 
activltiaa  of  foralgn  banka  In  tha  tinltod  Stataa.  At  tha 
aaaw  tiaa,   Europaan  bankara  ara  conatantly  raoalvlng  da- 
lagatlona  of  AntBrican  buainaaa   and  political  laadara   froa 
varioua  atates  and  cltiea  of  tha  Unitad  Stataa  -  avaa 
dalagatlons   led  by  Govamora  and  Hayora  -  anceuraglng  tha* 
and  through  than,    thair  clianta,    to  axpand  thalr  activl- 
tiaa in  banking  and  In  induatry,   and  otharwiaa  to  invaat 
In  diffarant  Anerlcan  countrlas. 
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ihll*  protilbltlng  la f raff  biAlng.  H.R.   733S  att^ipf 
CO  d«al  with  th«  already  axlatlng  Miltlaf  f  branch**  of 
Coxviqn  bank*  by  parmanantly  grandfatharlng  auch  branchaa. 
Uthou^  It  ia  appcaclated  that  ttala  la  an  attuipt  to 
teal  with  axlatlnq  branchea  in  an  aqultAla  way.   th« 
SnbfB—ltfa'a  attention  la  drawn  to  th*  faot  that  tha 
bill  wonU  nevertheless  prohibit  banka  praaantly  opar- 
■tiB9  In  tha  Onltad  Stataa  from  branching  in  tha  futura 
■ltd  would  also  praclud*  banka  not  now  praaent  in  th* 
UnlUd  States  froa  ostabllshlng  branchaa  in  aore  than 
CDS  af  f .   It  would  thua  prevent  European  banka  £rOB 
raapoodiDg  affirMativaly  to  tha  daelraa  of  varioua 
■tataa  and  cities  that  they  eatabliah  ttaanaalvaa  there. 

Stmn,   thera  la   the  crucially  Isportant  iasue  of  what,   in 
Jm   Unltad  Sf  tea,    ia  called  non-banking  activitlaa  of 
loraiqn  banka.   Ibia  la  an  area  In  which  tha  diffaranoaa 
>£  organliation  and  practice  in  tha  overall  financial 
tnd  Industrial  field  between  th*  Unif  d  Sf  f  ■  and  aoat 
I.X.C.   countrlea  are  particularly  sharp,   and  where  th* 
>ropoa*d  bill  doea  not  adequaf  ly  take  auch  differencea 
Lnto  aecovint.  nie  *o-called  universal  banking,   i.  a.   full 
rang*  aervic*  banking,   haa  been  th*  traditional  •yaten 
La  continental  European  countrlea  ao  that  invaatsMnt, 
securities  and  coBiercial  operationa  aa  wall  as  tha 
owning  of  equity  positions  in  non-financial  inatltutlons 
ar*  g*n*rally  inf  graf  d  into  the  activitiae  of  a  singl* 


Hitb   reapect  to  secHritiae  operationa,    in   the  nine  years 
daring  which  aost  of  tha  investnent  banking  and  seeurltlee 
tifiliaf a  of  European  banks  in  the  U.S.   cane  Into  exisfnc*, 
th*r«  B*ttm  to  have  be«n  no  problems  that  would  n«cesBltaf 
corrective  leglalation.  '^aai.iinveatMent  banking  and  se- 
Biariti*s   affiliaUs  have   the   status   of  SEC   raglatered  bro- 
Ut/dealera   and  are  under  regulatory  supervision,   not  only 
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of  the  SBC,  but  also  the  tusD  and  the  stock  •xchongaa  of 
which   they  are  menibera. 

.   The  practical   effect  of  H.R.   7325  would  be  to  force   th« 
disBOlution  of  foreign  bank   owned  securitiea  flma  and 
prevent  nany  European   institutions   froa  doing  busineas  . 
In  the  United  States   eecurlties  Harketa.   Thla   Is   ao  ba- 
cause   in  their  home  countries,    the  only  entitlas  that 
can  perform  securities   tranaactions  ar«  bank*  having  eOMMr 
cial  activities  as  well.   These  banka  are  not  asking  that 
the  American  unit  of  a  European  bank  ba  allowed   to  per- 
form both  conmiercial   and   securitiea  actlvitiea  within   the 
United  States.   They  ask  only   that  the  foreign  banks  not 
be  prohibited   from  establishing  two   separate  unlta   in   the 
United  States,    one   to  perform  eonnerclal  banking  actlvi- 
tiea and  the  other,    investment  banking  actlvltiaa,    solely 
because  outside  the  U.S.,   in  their  home  country,   the  pa- 
rent banks  perforin  both 'functions.    If  Europeans  are  not 
to  be  excluded   from  the  American  securities  market   alto- 
gether,   it   Is   the  European  banks  which  must  have  the 
opportunity   to  establish   securities  operations  becausa 
the   simple   fact  is   that  on  the  Continent  no  one  els« 
engages  in  this  business. 

.  The  United  States,  as  a  matter  of  public  policy,  aeeka 
vigorous  cwnpetltlon  in  the  securities  field.  One  effec- 
tive way  to  encourage  such  competition  la  to  peralt  Euro- 
pean securities  operations  in  the  U.S.  And  the  only  way 
to  achieve  this  Is  to  allow  Europiean  banks  to  establish 
American  securities  affiliates.  It  should  be  borne  In 
mind,  of  course,  that  total  turnover  in  U.S.  securities 
by  E.E.C.  banks  is  of  very  modest  size  relative  to  the 
total   U.S.   market. 
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ni«  provision*  contaliwd  In  S*ctlcn  8  of  H.R.  732S|  irtilch 
would  allow  foreign  ••euritlas  affiliates  to  undenritei 
but  not  distribute  or  deal  In   securities   In  the  United 
States  after  1985,  ate  unrealistic.  This  19S5  cutoff  date 
-  or  partial  grandfathering  -  would  vean  that  foreign  banks 
could  continue  to  take  the  risks  of  underHcltlng>  but  lose 
their  ability  to  resell  the  underwritten   securities.   With- 
out the  freedon  to  distribute   securities  In   tha  United 
States  market  for  vfhicti   an  Issue   is   tailored  and  the  under- 
writing rlak  calculated,   as  well  as  the  ability  to  act  as 
a   dealer   in   secondary  narkats   in  the  United  States,    It   Is 
ii^>ractlcal,    even  with   Inportant  BuE^>ean  placement  ca- 
pabilities  for  Bome   Issues,    for  those   firms  already  es- 
tablished to  continue  as  active  underwriters   in   the  United 
States  market. 


Existing  European  banks'  securities  activities  In  the 
United  States  would  be  crippled  inuDedlately  upon  passage 
of  such  a  bill.  Hith  a  cutoff  date  of  1985,  they  would  be 
unable  to  offer  a  meaningful  future  to  their  custcsnera  or 
to  their  enployees.  In  short,  paasdge  of  this  bill  would 
not  be  slow,  but  quick  death  for  existing  European  secu- 
rities affiliates  as  viable  entities.  Limited  grandfathering 
is  no  grandfathering. 

However,    even  with   unlimited  grandfathering,    the  bill   would 
close   the  door   to  now  continental   European   securities  ope- 
rations  In  the  United   States  because  no  one   else  but  banks 
are   in   the  securities  buelnesa   in  most  European  countries. 
Passage  of   the  bill  as   presently  worded  cneans  a   decision 
effectively  to  keep  Europeans  out  of  tha  eacurltiea 
business   in   the  United  States.    Thus  what  is   supposed  to 
be  equal,   national   treatmant   is  in   reality  unequal   and 
discriminatory. 
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.  As  r*gardp  th«  othar  aspect  of  non-bankin?  aetlvltiaa, 
particularly   Industrial   Invastmanti ,    the  Inpact  of  the 
bill   prsBsntly  befoce   tha  Subcooalttea  would  bo  axtrawa ■ 
ly  disruptive.    Hhlle   it  purports  to  peralt  grandfatharlng 
of  banks'    participation   In  n<M)-banking  aetivltlaa  acqulrad 
prior  to  December   i,    1974,    It  would  prevent  Many  Burop«an 
ccMHpaniea   fron  establishing  industrial   plants  and  cdnnaf- 
clal   operations   in  the  United  States,    nils   la   ao,    bacausa 
for  various  historical  and  economic  reasons  already  referred 
to,   many  foreign  banks.   In  their  own  country,  have  in- 
terests in  industrial  and  ccxMRerolal  conpanles.  These  ccoi- 
panies  would  be  precluded  fton  making  new  capital   Invest- 
>nt   in  the  United  Statas.   Also,    as  section  S   of  the  bill 
1  now  worded,    foreign  banks  operating   in   the  United   Gta- 
>s  which  have   interests   In  non-banking  cotopanles  already 
derating   there,    would  either  have  to  terminate  their 
United  States  activities,    or  divest  their  holdings.    Bven 
permanent  grandfathering  could  not  cope  with  the  proble* 
because  grandfathering   assumes  a   static   situation  and  does 
t  allow  for  any  changes   In  existing   investments  or  per~ 
t  new  investments.    The  result  of  fl.R.    7325  would  be  eosi- 
pletely  contrary  to  the  efforts  to  attract  European  in- 
vestment to  the  United  States  which,   as  we  understand  It, 
is  current   federal   policy  and   the  policy  of   individual 
states. 

.   The  bill  would  also  produce  the  serlons  result  that  United 
States  law  would,    in  effect,   apply  to  European  banks  and 
corporations   in   their  own  country.  This  occurs,    of  course. 
If  a  European  bank   that  does  business  in  the  United  Statree 
wishes  to  invaat  or  expand  Ite  Inveetaent  outside  Aaerlce 
in  a  foreign  co^any  that  happens  to  be  doing  buslneae  In 
the  United  States.   Such  an  investment  would,   for  all  prac- 
tical purposes,  be  prohibited  by  the  bill.   Thus,  the  bill 
would  have  an  indirect  extra-territorial  effect  and  create 
a  conflict  with  the;  dpeMjj^ic  laws  of  several  eentlnentsl 
countries. 
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,    Vl«   ballav*  that  Suropawi  banks  alraady  •stablishad  should 
b*   pamlttvd  to  contlnua  to  ^erate  in   the  United  Stataa, 
In    the  Burner  in  which  such  activitiea  are  now  carried  on. 
He   do  not  mnm  why  there   ahould  be  a  Decenber    1974    cutoff 
date,   aa  there   is  in   the  bill,    ne  European  banks  that 
have  entered  the  United  Statas  In  cemnercial   banking,    in- 
vastaent  banking,    or  both,   have  done  so  in  good   faith. 
Tliua  it  ia  unfair  end  unjustified  to  deatroy  their  exist- 
ing  interests.    Even   full  grandfathering,    however,   would 
not  solve  the  problem  of  the  extra-territorial   impact  of 
this  bill  and   the  di scour agenent  it  would  create   for 
future  European  investment  In  the  United  states. 

-^ 

IS.^iere  is  attached  to  this  atatement  a    fuller  analysis  of     I 
Section  S  of  the   International  Banking  Act  of    1976    (which  I 
Is    identical   to  Section  6   of  H.R.    7325)    prepared  by   th^       / 
B.E.C.    Banking  Federation  for  the  Senate  Subconmltte  on 
PinanclBl  Institutions  and  which  describes   in   fuller  de- 
tail our  views  on  the  non-banking  provisions  of  th«  bill. 

,  As  regards  both  the  securities  and. Industrial  participa- 
tion aspects  of  Buropiean  banks,  the  Federal  Reserve  Board 
has  on  June  1,  1977  offered  amendments  which  contain  some 
elements  improving  the  blllt  but  they  are  not  sufflci^ent 
to  Deet  many  of  the  concerns  discussed  in  this  paper  and 
raise  new  cooiplex  problems. 

T .   There  are  otber  reservation*  which  the  European  banks  have 
concerning  H.R.   7325.  Among  these  are  the  following: 
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a)  nta  proviaioiiB  authorising  tha  fadaral  Itesarve  Board 
to  iJipOBB  rasarva  requircKanta  on  foraign  banka.ara 
In  affact  a  danlal  of  aqual  treatment.  Hhlla  fedaral- 
ly  chartered  U.S.  banka  are  subject  to  >uch  cequlre- 
■entai  State-chartered  banks  do  not  have  to  be.  Jkaeci- 
can  banka  would  thua  have  an  option  tAich  la  to  be  _ 
denied  to  foreign  banks. 

b)  The  provieion  requiring  federal  charters   for  new 
foreign  branches   is   also  disc rial natory  because  not 
all  branches  newly  established  by  Aserican  banka  will 
be  under  tha  eane  requirenent. 

c)  Requiring,  surety  bonds  or  a  pledge  of  assets  with  the 
Federal   Deposit  Insurance  Corporation  could  also  be 
said  to  be  discriminatory,   since  FDic- insurance  is 
optional   for  many  American  banks  and  is,    indeed,    be- 
cause of  its  40.000  dollars  linitation  irrelevant  for 
the  wholesale  operations  of  foreign  banks,  which  is 
their  major  activity. 

d)  The  citizenship  requlrcinents   In  sections   2  and  3   of 
the  bill   for  directors  of  national   banks  and  Edge  Act 
corporations  remain  much   stricter   than   in  most  coun- 
tries  in  the  European  Cononunity. 

.  The  Subcommittee's  attention  should  also  be  invited  to  the 
various  treaties  of  friendship,  cotuterce  and  navigation 
between  the  United  States  and  other  countries.  These  trea- 
ties provide  that  each  party  must  treat  enterprises  con- 
trolled by  nationals  of  the  other  party  in  a.  manner  no 
less  favorable  than  that  afforded  its  own  nationals.  If 
one   looks  behind  the   letter  of  H.R.    732S^and  examines   the 
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biulDcsa  and  ■tmctural  rwaitl«a  In  aoa*  of  th«  Buropean 
countries,  m  BArlouB  question  arises  as  to  whether  h.r. 
732S  Is  cmislstent  with  existing  treaty  connltments. 

'}•  Aside  froa  the  aajor  problems  which  European  bankers  find 
tilth  B.R.    732S,    they  are  also  aware  of   the  debate   taking 
place   In   the  United  States  over   possible   reform   of   the 
International  banking  systen  and  of   the  various  proposals 
which  exist  In  this   regard.    European  banks   thus   see   them- 
selves having  eventually   to  adjust  to  further  changes, 
beyond  those  proposed  In  H.R.    7325  -  changes  which   In 
certain  areas  will  perhaps  Move  In  different  or  diametri- 
cally  opposite  directions.    For  exanple,    it  has  been   sugges- 
ted that   It  would  make  economic   sense   for  American  banks 
to  be  permitted  to  branch  interstate,  while  It  would  be 
Ivproper  tor  us  to  participate  in  the  Internal  U.S.   debate 
on  bank  reforni   we  cannot  help  wondering  whether  much  un- 
certainty and  disruption  could  not  be  avoided.    If   the  sub- 
ject of  foreign  banks  were  dealt  with  in  the  global  con- 
text of  the  proposed  overall     reforms. 

.    In  conclusion,    the  B.B.C.    Banking  Federation   feels  certain 
that  it  is  not  the  intention  of   the  bill   before   the   sub- 
committee to  exclude   its  banks  and  major  companies   from 
investing   or   trading   Inside   the  United   States  market.    Vet 
this  would  be   Its  effect  mainly  because  of   Its   failure   to 
take  adequately  into  account  the  financial  and  industrial 
structures   of  Europe.    In   this   interde pendant  world   in  which 
the  United  States  and  Europe  must  cooperate  for  their  mu- 
tual  economic  well-beingi    ways  must  be   found  to  adapt   the 
respective   institutions   ^nd   traditions   to  each  other's 
needs  and  to  avoid  discriminatory  legislative  constraints. 
Banking  legislation  on  both  sides  of  the  Atlantic  should 
b«  baa«d  on  th«  principle  of  reciprocity. 
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AHREX  TO  STATEHEHT 

OK  H.R.  73ZS 

PRESENTED  ON  BEHALF  OF 

EEC  BANKING  FEDERATION 


The  attached  conMcnti  ori  Section  iAt   the  International 
Banking  Act  of  1976  ware  prepared  by  the  EEC  Banking 
Federation  and  presented  last  year  to  the  Subcoamlttee 
on  Financial  Institutions  of  the  Banking,  Housing  and 
Urban  Affairs  ConBittee  of  the  United  States  Senate. 
Since  H.R.  73ZS,  the  International  Banking  Act  of  1977, 
is  virtually  identical  Kith  the  Act  passed  by  the  House 
of  Representatives  in  1976,  these  coBBents  reaain  appli- 
ctble.  They  are  offered  as  a  constructive  contribution 
in  the  belief  that  sone  amendaents  to  alleviate  the 
probleas  outlined  would  not  conflict  with  the  spirit  of 
the  legislation  now  under  consideration. 
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COPWEMTS  OH  SECTION  8 

*'  Section  8  of  tho  Intornotleml  8onl[1ng  Act  of  1976  appllas 
Ue  rostrlctloni  of  tho  8onl[  Holding  Conpany  Act  of  19&fi/ 
1170  to   tha  Bon-banklnj  oparatlon*   <n  the  United  States  of 
foreign   banki  which  control   branches,   agencies   or  coMMercisI 
lending  companies   in  tha  Unitod  States.    It   requires   that 
they  teralnato  all   non-bonking   activities  as   of  Oaceaber   31, 
1985,  axcapt   that  oxiflting   Industrial   participations  aay  be 
Maintained  under  certain  conditions   and   that   foreign   banks 
which  have  subsidiaries  or  affiliates  engaged   in   under- 
writing aay  continue  to  underwrite  after  that  date   if   they 
do  not  sell  securities  in  the  United  States.  To  qualify  to 
continue  to  underwrite,   such  subsidiaries  or  affiliates 
Must   have  been  estabtishad  by         ::ecaniber  3,   1974,   or 
acquired  pursuant  to  a   contract  entered   into  before  or  on 
that  date. 

.    U*  respectfully  subait  the   following  consents   on   the  effect 
the  proposed  Section  8  of  the   International   Banklni  Act  of 
1976  would  have  on   the  non-banking  activities   and   the 
securitioi  operations   of  European   banks. 

1.    Industrial   participations  of  foreign  banks   and   foreign 
Bank  Holding  CoMpanies 

.   We  generally  have  no  objection   to   the   application   of   the 
Bank   Holding  CoBpany  Act   to   the   extent   that   it   limits 
associations   between   U.S.    subsidiaries  or  affiliates  of 
foreign   banks   and^il.S.   fubsicliarlas  W  afftiihtcV  of 
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foreign  firas.  A  problea  would  arfse  only  If  Section  8  HOuld 
lapose  the  provisions  of  the  Bank  Holding  Cowpiny  Act  on  the 
aisoclations  outside  the  United  States  uhich  exist  between 
foreign  banks  and  foreign  flras  and  which  arc  established  In 
coapliance  with  the  legislation  In  their  own  country, 

7.  As  it  is  worded.  Section  8  would  definitely  preclude  the 
operation  in  the  Aiaerican  narket  of: 

a)  all  the  foreign  banks  which.  In  their  hone  country  and 

an  industrial  ownership  in  non-banking  firns  established, 
or  to  be  established,  in  the  I'nited  States  or  areaantrolla 
by  holding  conpanies  also  controlling  such  firas; 

b)  all  non-banking  fir>s  which,  in  their  ho«e  country  and  in 
conformity  with  tneir  country's  legislation,  are  control!  . 
by  a  bank  which  has  a  unit  in  the  United  States,  or  by  a 
holding  company  also  controlling  such  a  bank. 

a.  In  other  words,  if  Section  3  hare  not  modified,  even  witn  a 
permanent  grandfathering,  the  only  foreign  banks  or  firns 
which  could  maintain  or  establish  units  in  the  United  State  s 

same  legislation  as  the  United  States  -  as  far  as  industria.^ 
connections  arc  concerned  -  or  banks  or  firns  fron  other 
countries  having  different  legislation  but  which  voluntarl^V 
forego  the  benefits  of  such  legislation. 
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>■   In  tK<  coHntH<i  wh«r«  th*j  art  authorticd.  luch  conntetlens 
exist  ^cnarally  bttwtcn  Hjor  binki  and  tiajor  ftm  Mhlch, 
owing  to  their  stza,  ara  anong  thoia  which  nay  wish  and 
which  have  tha  Beans  to  establish  units  In  the  united  States. 
These  banks  and  ftras  are  therefore  faced  alth  the  following 
dllesaa:  They  aust 

-  either  walwa  their  national  structures  In  order  to  establish 
units  i»   the  United  States  -  a  harsh  requ-lrenent  and 
generally  highly  lapractlcal; 

-  or,  while  ■alntalnlny  their  doaesttc  structures,  give  up 
either  for  the  bank  or  for  all  the  Industrial  flrMS  belong- 
Ing  to  the  group  -  any  prospect  of  establishing  units  In 
the  United  States. 

0.  The  consequences  aentloned  above  would,  of  course,  laaedlatelv 
affect  these  foreign  banks  already  established  in  the  United 
States. 

1.  Therefore,  the  provisions  of  Section  8  have  to  a  large  extent 
extra-terrttorlal  iapllcations  which  consequently  create  a 
tery   serious  conflict  between  the  Aaarlcan  legislation  and 
that  of  a  certain  nuaber  of  European  countries. 

Z.  European  bonks  consider  that  such  an  extra-territorial 
application  of  the  Sank  Holding  Conpany  ^et  Is  neither 
fair  nor  necessary  and  that  it  gives  rise  to  the  MOSt 
serious  difficulties. 
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13.  It  1$  generally  accepted  that  any  foreign  bank  unit  must 
comply  with  the  host  country's  legislation  for  »II  Its 
operations  in  that  country.  On  the  other  hand.  In  nost 
countries  and  especially  In  Europe,  the  banking  legislation 
applicable  to  foreign  banks  generally  respects  the  parent's 
legal  status  and  accepts  that  this  status  is  drawn  fron 
different  legal  principles.  These  countries  are  aware  that 
such  differences  at  the  parenfs  level  may  have  certain 
consequences  for  the  subsidiaries  or  branches  established 
In  their  territory.  The:*  however  consider  that,  provided 

the  banks  comply  witn  the  host  country  legislation  for  their 
operations  In  that  country,  the  differences  existing  between 
the  legal  status  of  domestic  banks  and  that  of  the  foreign 
bank's  parent  cannot  seriously  affect  the  operations  of  the 
foreign  banking  unit  in  the  host  country  and  that  it  Is 
therefore  unnecessary  to  take  them  Into  consideration. 

14.  Compliance  of  the  foreiqn  bankinq  unit's  operations  in  the 
host  country  with  the  host  country's  legislation,  together 
with  the  host  country's  non-interference  with  the  domestic 

the  general  foundations  on  which  all  intornatlnnal  banking 

good  Of  all  the  countries  concerned.  Of  course,  any  country 
nay  deny  a  foreign  bank  access  to  its  territory  if  It 
believes  •  after  due  review  of  the  specific  features  of 
the  bank  -  that  it  is  not  trustworthy.  But  to  deny  a  bank 
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difftrant  tagal  status  Mhott  contaquencai  are  aalnly  flit 
in  anothar  country  MOuld  bt  -  In  rilatlon  to  the  accepted 
custoB  -  a  quit*  new  development  and  a  MOSt  dangerous 

li-  Such  a  precedent  should  lUo  be  avoided  because  U  does  not 
see*  to  be.  In  the  specific  case  of  non-banking  connections, 
a  practical  solution  to  the  proble*  of  relatfonsnip  betxeen 
banks  and  their  Industrial  clients. 

J6.  First  of  alt.  It  is  wcll-knewn  tliat  any  Industrial  firm 
established  in  a  foreign  country  tends  to  looii  to  the 
bank  it  uses  in  its  hone  country,  if  this  bank  Is  also 
presant  In  the  sane  foreiqn  country;  or.  If  such  1s  not 
the  case,  to  another  tank  fron  its  hone  country.  It  Is 
also  Mell-known  that  this  trend  rarely  results  in  th^ 
establlshnent  of  exclusive  relationships,  because  the 
foreign  f1r«  nearly  always  requires  the  services  of  the 
host  country's  banking  system.  The  fact  that  the  forelfjn 
bank  and  firn  belong  to  the  sane  financial  group  does  not 
give   rise.  In  the  foreign  country  where  both  are  established, 
to  any  substantial  difference  from  this  pattern. 

,7.  Secondly,  why  give  more  importance  to  the  legal  relation- 
ships between  the  banks  and  flrras  of  a  foreign  group  than 
to  the  financial  relationships  that  exist  between  any 
Industrial  f1r«  and  a  bank?  Such  financial  relationships 
are  often  nore  Important  since  the  bank.  If  it  were  to 
withdraw  Its  financial  support,  iould  place  the  firn  in 
a  difficult  position.         ' 
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13.  Thui,  the  provisions  of  Section  Q  Mhfch  dial  with   non- 
banking  activities  do  not  necessarily  prevent  or  put  an 
end  to  the  practical  problems  caused  by  financial  and 
personal  relationships  between  banks  and  their  industrial 
clients.  They  at  best  further  one  method  of  enforcing 
principles,  which  the  United  States  is  legitimately  devoted 
to,  but  which  are  not  act^nowledged,  at  least  to  the  sane 
extent,  in  many  other  countries  of  the  free  world. 

19.  Certainly,  a  foreign  bank  holding  company  created  in  the 
United  States  should  abide  by  the  methods  used  In  the 
United  States.  Gut  in  the  United  States,  the  coexistence 
of  a  bank  and  a  firm  Hhose  connections  are  established  in 
a  foreign  country  which  legally  authorises  then  reflects 

of  American  legislation.  In  so_far  as  it  does  not  give  rise 
to  disturbing  effects   in  practice  •  and  we  have  seen  that 


such  is  not  the  case  -  it  only  adds  to  all  the  specifically 
national  characteristics  that  the  bank  and  firm  retain  In 
the  host  country,  another  feature  whose  Importance  should 
not  be  overestimated. 

,  The  extensive  application  of  the  Sank  Holding  Company  Act 
to  industrial  ownership  that  foreign  banks  may  retain  does 
not  therefore  seem  necessary  either  in  order  to  protect 
the  principles  of  American  legislation  or  to  prevent 
situations  likely  to  threaten  the  interests  of  the  United 
States. 
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.  Conversely,  such  an  extensive  applicition  Mould  hive 
extrenely  regrettable  consequences  on  the  development 
of  the  econonic  reUtionshjps  between  Aaericen  and  Europe. 
As  ilready  pointed  out,  the  banks  and  the  firms  which 
would  be  affected  by  Section  S  are  aaong  the  xajor  banks 
and  Industrial  flras  In  several  European  countries.  Since* 
they  generally  cannot  contenplate  waiving  their  domestic 
structures  in  their  own  country  they  would  be  unable  to 
establish  or  to  carry  on  their  activities  in  the  United 
States,  which  is  precisely  the  country  In  the  world  where 
they  have  the  strongest  incentives  to  become  established. 

'-  Taking  Into  consideration  the  importance  of  the  Anerlcan 
■irket.  It  Is  unnecessary  to  emphasize  the  iaportant  and 
serious  distortions  -  as  far  as  competition  is  concerned  - 
which  would  arise  at  the  International  level  between  the 
banks  or  the  flras  which  would  not  have  access  to  this 
market  and  those  which  would.  In  this  way,  the  implications 
of  Section  8  are  going  much  further  than  banking^  pol  Icyi 
they  are  also  dealing  with  foreign  Investment  policy  as  a 
whole.  In  fact,  it  is  the  frail  balance  presently  existing 
in  international  coapetitlon,  especially  between  the  United 
States  and  Europe,  which  nay  be  gradually  but  deeply  Affected. 

The  European  banks  are  convinced  that  the  Congress'  of  the 
United  States  does  not  mean  to  go  so  far.  Consequently, 
they  respectfully  ask  Congress  to  reconsider  -  after  a  more 
eihaust.ive  review  of  the'  problem  -  the  provisions  of.. 
Section  8. 
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Even  panninent  grandfathering  of  the  prior  situations  does 
not  solve  the  problen.  The  only  fair  and  convenient  solution 
would  be  to  apply  the  Bank  Holding  Coapany  Act  exclusively 
to  the  legal  relationships  established  In  the  United  States 
and  not  to  take  Into  consideration  those  relationships 
established  outside  the  United  States  between  foreign  banks 
and  non-banking  fjr«s  In  accordance  with  their  dotaestic 
legislation. 

ZS.  The  European  banks  are  convinced  that  modifying  Section  8 
to  the  extent  referred  to  above  will  not  be  prejudicial  to 
the  Interests  of  Anerlcan  banks  or  to  the  American  economy 
as  a  whole  and  that  It  will  avoid  Important  and  serious 
problens  in  the  economic  relationships  between  America 

II.  Securities,  operations 

26.  Our  con*ant;  concerning  the  application  of  the  Sank  Holding 
Company  Act  to  foreign  banks  which  have  In  the  United  States 
both  a  commercial  bank  and  a  unit  engaged  In  securities 
operations  are  sinllar  to  those  cocuments  dealing  with  other 
non-banking  activities  expressed  above. 

27.  As  a  practical  natter,  the  consequences  of  such  an  appllcetloi 
though  limited  to  banking  and  accompanied  by  a  nine  year 
phttlng-out  period,  would  also  raise  problems  for  foreign 
banks  far  gut  of  proportion  with  the  practical  difficulties 
sought  to  be  addressed  by  this  legislation. 


,v  Google 


!i.   Thf  CUss-Steagall  Act,  *t   suaaed  up  by  Congreisnan  Rees 
before  the  House  of  Bepresentattwes.  was  a1*ed  at  keeping 
Aaerlcan  coBMercial  banks'  reiourcei  for  the  purposes  with- 
in their  own  sphere  and  at  avoiding  their  being  used  • 
through  subsidiaries  -  to  investsent  in  securities  likely 
to  prove  too  risky  an  Investment,  ^any  other  countries, 
•specially  those  In  Europe,  were  also  concerned  with  these 
problens.  Host  of  these  countries  adopted  less  SHeepInu  or 
different  aeasures  because  they  were  better  adapted  to  their 
own  domestic  situation. 

'.  It  Is  fair  that  the  Aacrlcan  legislation  should  not  allon 
the  Anerican  unit  of  a  foreign  bank  to  perforn  both  conMerclal 
banking  and  investaent  banking  activities.  This  would  Indeed 
be  a  fornal  violation  of  U.S.  law.  Qtit  Inversely,  if  the 
banking  units  are  quite  separate,  as  In  the  case  of  two 
subsidiaries  or  of  a  subsidiary  and  a  branch,  and  if  these 
units  have  no  inter-relationship  Khatsoever  other  than  those 
existing  outside  the  United  States  at  the  foreign  bank's  or 
a  foreign  holding  company's  level,  there  does  not  seem  to  be 
any  fornal  violation  of  th«  Glass-Steaga1 I  Act,  at  least 
according  to  the  accepted  custom  applied  in  Europe  to  a 
problem  of  this  nature.  It  would  be  sufficient  to  establish 
clearly  the  total  separation  of  the  two  units.  Indeed,  with 
the  full  agreement  of  the  competent  American  authorities,  a 
nuaber  of  foreign  banks  have  already  established  securities 
affiliates  in  the  United  States. 
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30.  In  order  to  Juitify  tht  appllotlon  of  tha  Bank  Holding 
Coapany  Act  abroad,  It  hat  alio  baen  argued  that  the 
foreign  bank.  Mlth  a  coMoerctal  bank  and  a  security 
affiliate  at  Us  disposal  In  the  United  States,  oould 
have  a  corapatlttva  advantage  In  the  Anerlean  Market  over 
other  Anarlcan  banks. 

31.  This  assertion  does  not  appear  to  be  Justified.  It  Is  not 
the  foreign  bank  which  is  operating  in  the  United  States, 
but  Its  two  banking  units;  both  units  are  conpletely 
separate.  The  unit  with  the  status  of  a  connerclal  bank 
coapstes  vith  other  Anerlean  connterclal  banks;  the  foreign 
InveitHtnt  banking  unit  coBpetet  directly  Mith  Anerlean 
investaent  banks.  Granted,  some  customers  of  one  unit  may 
tend  to  also  becone  custoTners  of  the  other,  but  obviously 
this  cannot  go  very  far. 

32.  On  the  other  hand,  as  American  legislation  Is  more  restictive 
than  most  European  legislation  in  this  regard,  the  rule  of 
equal  treatment  applied  in  the  same  way  on  both  sides  of  the 
Atlantic  does  not  guarantee,  as  it  should,  a  fair  and  equal 
reciprocity. 

33.  If  investment  and  commercial  banking  were  as  separate  in 
Europe  as  they  are  in  the  United  States,  both  European 
Commercial  and  Investment  banks  could  establish  units  in 
the  United  States  without  violating  the  laws  of  the  United 
States.  Reciprocity  would  be  complete  because  European 
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countries  parBlt  Awrlon  (nv*ita«nt  and  comerc1*1  banks 
to  operate  tn  their  ceuntrlai.  But  due  to  different  lavi 
in  European  countries,  securities  operations  are  generally 
perfonaed  by  banks  which  hav«  a  coaaerclal  banking)  activity. 
It  would  therefore  be  difficult  for  the*  to  cease  coMierclal 
banking  operations  In  the  United  States  so  that  they  could 
establish  Investaent  banking  oparationi  there.  It  they  could 
not  establish  or  Maintain  Investiaent  activities  In  the 
United  States,  the  U.S.  investaent  bankino  market  would  be 
closed  to  Hny  banking  units  representing  an  inportant 
section  of  European  investment  uanklng,  while  European 
countries  would  still  be  open  to  A^nertcan  investment  banking 
After  all,  foreign  banks  would  be  prohibited  from  doing  In 
the  United  States  what  U.S.  banks  arc  permitted  to  do  in 
Europe.  Therefore,  the  reciprocity  Hhich  has  hitherto 
existed  would  be  seriously  impaired. 

34.  As  ■  Matter  of  fact,  by  restricting  in  such  a  way  the  U.S. 
Investaent  banking  aarket  for  foreign  banks,  one  would 
practically  reduce  coapetltlon  in  that  market,  whereas 
the  constant  trend  of  the  U.S.  Legislation  -  such  is  the 
197S  securities  acts  aaendments  -  is  to  maximize  compe- 
tition. 

35.  Neither  the  phasing  out  period  provided  for  in  Section  S. 
nor  the  possibilities  it  allows  for  certain  activities 
after  Jeceaber  31,  1985,  seem  satisfactory. 
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36.  In  the  first  pUce,  th«  operations  which  will  continue  to 
be  authorized  wltl  not  produce  enough  profits  for  the  units 
concerned.  These  banking  units  would  InMedlately  be  faced 
with  the  probleas  of  a  bank  which  Is  known  -  by  staff  end 
customers  •  as  having  no  prospects  whatsoever  In  the  future. 
Therefore  even  these  operations  will  disappear.  The  question 
for  European  banks  win  not  be  to  terminate  soae  activities, 
but  to  close  their  units  long  before  the  deadline.  In  fact, 
they  Hill  have  to  close  as  quickly  as  possible  in  order  to 
avoid  losses  In  addition  to  those  Inevitably  arising  fro« 
dlvesture. 

37.  Therefore,  the  measures  provided  for  cannot  in  any  way  be 
presented  is  achieving  the  results  of  a  real  grandfather 
clause.  While  the  Congressmen  who  passed  the  bill  certelnly 
meant  to  achieve  this  al™,  the  actual  consequence  of  Section 
8  win  be  a  harsh  dismissal.  The  prejudice  caused  to  the 
banks  concerned  would  be  most  unfair,  an  the  more  because 
they  started  their  activities  In  the  United  States  In  good 
faith  and  In  full  coMpllance  with  American  law. 

38.  As  far  as  both  securities  operations  and  industrial  owner- 

the  national  principle  of  equanty  of  treatment  end  the 
International  principle  of  reciprocity,  would  be  to  adhere, 
for  foreign  banks,  to  a  purely  territorial  Interpretation 
of  the  Bank  Holding  Company  Act. 
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pean  banks  are  convinced  that  their  present  Investment 
Ing  activities  do  not  represent  an  excessive  share  of 
Aaerlcan  narfcet.  They  are  also  convinced  that  by 
atlng  through  separate  units  on  the  connercial  banking 
the  Investment  banking  narkets  they  do  not  iMperil 
■r  fair  coapetltlon  or  the  soundness  of  banking 
atlons  in  the  United  States. 
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Mr.  St  Germain.  I  would  like  to  state  that  this  subconunittet, 

feiong  with  staff,  did  in  fact  take  the  time  during  one  of  the  botteit 
Augusts  on  record  in  Europe  2  years  ago,  to  go  to  the  Central  Bank 
of  Europe  during  the  congressional  August  recess  and  speak  with 
the  Central  Bank  of  Europe  relative  to  tnia  legislation,  to  visit  with 
our  American  banks  who  are  present  in  many  of  itie  European 
countries. 

I  assure  you  what  the  subcommittee  has  undertaken  in  this  am 
h£i8  not  been  taken  in  a  manner  that  is  not  cognizant  or  that  hai 
not  attempted  to  be  as  c(^nizant  and  as  sympathetic  as  possible  to 
the  interests  of  the  foreign  banks  who  have  established  thnr 
presence  in  this  country  and  who  might  want  to  establish  a  pm- 
ence  in  this  country. 

By  the  same  token,  we  also  Eire  dealing  with  our  own  domestic 
banks. 

Now,  in  the  statement  last  night  when  I  read  the  plea  about 
mayors  and  Governors  and  businessmen  going  to  European  coun- 
tries asking  that  businesses  and  banks  establish  an  estate,  frankly, 
g'intlemen,  that  plea  isn't  that  overriding  because  there  are  a 
number  of  factors  which  are  responsible  for  that. 

I  would  certainly'  state  that  there  is  definitely  an  amount  of 
sincerity  involved.  By  the  same  token,  it  makes  for  good  headlines 
at  home,  particularly  when  reelection  time  comes  around  for  the 
Governors  and  the  mayors. 

If  we  in  the  Congress  were  to  be  guided  by  the  desires  of  mayon 
of  large  cities,  small  cities  and  Governors  of  States— all  on  a  veiy 
Intimate  basis — 1  think  you  would  find  that  our  trade  with  the 
European  Economic  Community  would  be  chaotic  because  when- 
ever a  part,icular  industry  in  Europe  might  be  producing  and 
exporting  to  the  United  States  Ein  item  that  would  be  in  competition 
with  that  being  produced  in  one  of  those  States,  they  would  immedh 
ately  insist  upon  retaliatory  practices  so  that  the  imports  from 
Europo  in  competition  with  the  products  being  produced  in  thdr 
States  and  large  cities  might  be  excluded  to  eliminate  tiie 
competition. 

Fortunately,  we  in  the  Congress  are  here  to  exercise  an  overview 
in  the  be«t  interests  of  the  country  as  an  entity  and  in  the  best 
interests  of  trade  with  our  friendly  nations.  We  must  keep  that  in 
mind  and  understand  that  the  actions  of  mayors  and  Governors  are 
not  the  dominant  factors,  but  rather  the  conclusions  reached  as  to 
what  is  better  for  our  Nation  as  a  whole. 

I  have  a  series  of  questions  here  that  could  be  answered  by  any 
one  of  you.  I  will  ask  one  of  the  three  of  you  to  undertake  the  list 
In  a  few  instances,  however,  I  will  refer  to  Lord  O'Brien  directly 
and  I  imagine  he  might  want  to  address  the  questions  himself. 

In  the  conclusion  of  the  statement  you  gentlemen  state  the  bill 
fails  to  take  into  account  the  Tinancial  structure  of  Europe  and 
ways  must  be  found  to  adapt  institutions  and  traditions  to  one 
another's  needs. 

Now,  you  must  help  us  to  understand  this  view.  Do  you  mean 
that  we  are  to  permit  EEC  banks  to  do  business  in  the  United 
States  in  terms  of  their  needs  and  traditions  or  should  EEC  banks 
adapt  their  business  to  the  financial  and  industrial  structure  of  ^e 
United  States  and  adjust  to  our  needs  and  traditions? 
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1  O'Brien.  Mr.  Chairman,  may  I  attempt  to  answer  that 
m? 

9r  Gebhain.  Surely. 

i  O'Brien.  I  think  we  would  all  accept  that  banking  business 
ted  as  a  visitor  in  any  country  must  be  conducted  in  accor- 
with  ihe  regulations  and  laws  of  that  host  countiy. 
Jung  for  the  United  Kingdom,  we  would  certainly  expect  any 
I  bcrak  coming  to  the  United  Kingdom  to  accept  our  laws  and 
gn  and  we  don't  in  any  way  wish  to  contest  your  undoubted 
c  require  the  same  of  an^  banks  here. 
ire  do  say  is  that  in  the  mterests  of  promoting  freedom  of 
tition  and  the  international  work  of  banks,  if  those  laws  can 
ned  in  a  way  which  encourages  banking  rather  than  discoui^ 
^  that  is  very  much  to  our  taste. 

9r  Germain.  I  certainly  must  agree  with  you  that  we  in  no 
t  this  legislation  wish  to  discourage  the  very  welcome  pree- 
r  fca«ign  banks  in  this  country.  That  is  why  we  are  happy  to 
'OUT  contributions. 

,  Lord  O'Brien,  in  this  instance  during  the  January  1976 
heuings,  the  following  exchange  took  place  between  your- 
d  Senator  Mclntyre. 

r  HclNms.  Would  you  agree  the  FWeral  Reaerve  doea  have  a  Intimate 
over  the  impact  rffbraign  banking  operationa  in  thia  country  on  the  conduct 
tHe  monetary  policy? 
yBMiwH.  Certainly. 

I  ask  you.  Lord  O'Brien,  would  your  reply  to  that  question 
t>e  the  same  as  it  was  in  January  1976? 

O'Brien.  It  can't  be  otherwise,  Mr.  Chairman.  I  am  a 
I  Central  Bank  person  and  I  must  reo^nize  the  overridmg 
1^  of  the  Central  Bank  in  any  country.  Of  course,  your 
f  18  diAierent  from  oun.  You  have  a  dual  banking  system;  you 
tate  law  and  Federal  law  which  we  don't  have.  In  my  country 
vould  be  absolutely  no  doubt  the  Central  Bank  has  these 
ns  and  must  be  enabled  to  carry  them  out  and  I  have  no 
n  that  is  also  true  in  the  United  States. 
'ahn.  Obviously  none  of  us  would  dream  of  denying  the  right 
ntral  Bank  system  to  control  its  operations  in  the  working  of 
tem.  However,  the  European  system  is  different  from  that  of 
lited  States.  We  have  observed  that  the  Federal  Reserve 
,  of  this  country  conducts  open  market  operations. 
18  been  said  the  foreign  banks  are  not  subject  to  reserve 
iments.  Although  the  reserves  are  not  kept  with  the  Federal 
B  ^rstem,  all  of  our  banks  operating  under  State  charters  are 
ining  the  same  ftnancial  reserves  in  some  States  in  the  same 
to  tiiat  the  Federal  Reserve  would  require.  They  are  also,  of 

dependent  on  the  whole  regulatory  structure  which  requires 
lies  to  go  dong  with  certain  overall  rulings. 
Idition,  all  funds  which  our  banks  bring  in  from  abroad  to  the 

they  are  good  assets — that  is,  in  U.5.  dollars — a  certain 
t  would  be  subject  to  a  reserve  requirement  with  the  Fed. 
atially  what  I  am  saying  is,  we  not  only  do  not  deny  the  right 
eral  Reserve  control,  but  in  fact  the  Federal  Reserve  does 
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exert  control  over  us — all  we  do  is  operate  b  State  bank  in  the  Bame 
way  other  3tate  banks  would  operate  and  no  more. 

Mr.  St  Ckrhain.  Lord  O'Brien,  referring  to  the  statement  gob- 
nutted  and  which  I  read  last  night,  you  state: 

To  the  eaUnt  there  u  an  impraMion  that  the  bill  which  the  Houae  of  Bupiiwmti- 
tivaa  puaed  last  year  in  which  H.R.  7325  if  virtually  identical  and  accaptabla  to  tht 
European  benlu,  the  purpose  of  this  statement  ia  to  dispel  that  impnaaioa. 

Now,  I  must  as  an  individual  agree  with  you  that  there  was  nidi 
an  impreasion  based  upon  previous  testimony  in  January  1976 
before  the  Senate  Subcommittee  on  the  Federal  Reserve  bill  S.  968. 
At  that  time  you  made  the  following  statement: 


uncomfortable. 

Now,  the  Fed,  as  testified  both  last  year  and  this  year,  does  not 
view  the  bill  as  substantially  different  from  its  own  l^slative 
proposal.  What  has  occurred  in  the  last  year  and  a  half  mi^t  have 
made  the  EEC  banks  more  uncomfortable  with  the  l^islative 
proposal  before  us  today. 

Lord  O'Brien.  As  I  say,  while  we  are  a  delegation  representing 
the  banks  of  the  nine  nations  of  the  European  Economic  Commu- 
nity as  a  whole,  the  effect  of  this  legislation  now  proposed  on  the 
banks  in  each  of  our  countries  is  somewhat  different.  For  my  part,  I 
would  say  that  the  bill  now  before  you,  if  it  were  modified  along  the 
lines  proposed  by  the  Federal  Reserve,  by  Mr.  Steve  Gardner  the 
other  day,  would  certainly  not  make  the  British  banks  too 
uncomfortable. 

1  think  it  would  still  leave  some  of  the  German  banks  and  the 
French  banks  less  comfortable  than  the  British  banks  because  they 
have  a  different  type  of  business  in  this  country. 

Mr.  St  Germain.  Gentlemen,  in  your  statement  you  assert  you 
would  object  to  mandatory  deposit  insurance.  Am  I  correct  in  that 
impression? 

Lord  O'Brien.  Yes. 

Mr.  St  Germain.  How  do  you  view  the  situation  in  California 
where  a  number  of  EEC  banks  have  established  agendee,  where 
foreign  banks  are  not  allowed  to  accept  domestic  deposita  unless 
they  can  obtain  deposit  insurance?  Do  you  fieel  this  is  a  discrimina- 
tor act  on  the  part  of  the  State  of  California? 

Dr.  Jahn.  Mr.  Chairman,  I  think  we  ought  to  make  a  baflk 
distinction.  Those  banks,  branches  or  subeidiaries  operating  in  the 
United  States  which  do  retail  banking,  which  ask  for  everybody's 
deposits,  ought  to  be  members  of  tai  insuremce  system  and  I  do 
thmk  that  some  States  require  them  to  be  members.  In  moet  cases 
they  realize  that  they  have  to  be  members  anyway  because  they 
just  wouldn't  get  the  man  in  the  street  to  place  deposits  with  them 
otherwise. 

However,  the  case  is  different  with  other  types  of  banks  which  sit 
up  on  the  40th  story  of  some  big  building  and  haven't  the  machin- 
ery to  do  retail  banking  and  don't  want  to  do  it. 

My  own  bank,  for  instance,  has  operations  in  New  York  City  and 
Chicago  and  has  an  explicit  policy  not  to  solicit  small  deposits  nor 
to  offer  small  loans. 
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We  do  not  have  the  technical  machinery  to  cope  with  retail 
Iroosits,  and  we  don't  intend  to  compete  with  the  local  banks  for 
hia  busineaB.  We  solicit  large  depoaite;  one,  five,  ten  or  twmty 
nillion  dollars,  from  big  corporations. 

Mr.  St  Gkruain.  Would  these  be,  in  many  instances,  compensat- 


l  balances? 

Uy  applit 
he  country  by  the  leading  banks  of  the  country.  We  woiud  hope 
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Jahn.  Absolutely.  We  abide  by  the  rules  generally  applied  in 


__-  t  big  deposits. 

Now,  if  we  go  bust,  the  big  corporation  which  has  |10  million  on 
\ep(mt  with  us  would  be  compensated  $40,000,  which  we  think  is 
lerfectly  meaningless.  As  a  matter  of  fact,  our  own  deposit  inaur- 
inoe  system  at  home  is  probably  more  effective  for  the  big  depoeitB 
leeause  it  covers  far  larger  amounts  than  could  be  covered  by  FDIC. 

nioae  banks  which  do  retail  business  in  the  United  States  could 
sgitimately  be  adted  to  be  members  of  tiie  system,  but  those  that 
i^^  may  nave  a  few  small  depositors,  but  otherwise  do  nothing  but 
vfacrfeeale  business — and  most  of  them  do  not  even  have  their 
1  at  street  level — should  be  excluded  or  have  the  option  to 


If  we  had  a  certain  number  of  individual  deposits  in  the  United 
States,  I  wouldn't  mind  having  them  insured  ^e  same  wa^  as  the 
ithen,  but  the  structure  of  our  bank  is  fundamentally  different. 

llx.  St  Gvbmain.  I  must  state  to  the  panel  this  is  probably  one  of 
tbs  more  difficult  areas  in  this  legislation  because  there  is  much 
fingreement  by  proponents  of  the  legislation  as  to  how  this  should 
be  handled. 

You  state  that  in  your  country  jrou  now  have  deposit  insurance 
that  is  more  effective.  In  other  wonls^you  cover  a  larger  portion  of 
Um  dwoaits  than  is  covered  by  FDIC? 

Dr.  Jabm.  Yes,  sir. 

Bflr.  St  Oihmaim.  Could  vou  tell  the  subcommittee 

Dr.  Jahn.  It  is  very  simple.  We  had  some  international  mishaps; 
one  nuQor  brecdolown  of  a  bank  in  Germany.  Following  that,  we 
worited  under  a  system  where  all  the  banks  pay  a  large  amount  into 
ijodint  fiind  by  which  up  to  two-thirds  of  their  equity  would  be 
covered  for  lossee  which  might  occur. 

Uaomstoo&y  has  |20  million  with  us,  he  might  be  fully  covered— I 
■m  Borry.  One-third  of  our  equity.  In  the  case  of  my  bank,  that 
■Dold  be  roughly  six  or  seven  hundred  million  deutsche  marks. 
Tbat  would  be  the  limit  that  would  be  covered.  To  all  practical 
pQtpoaes,  everybody  would  be. 

lir.  9r  GwMMAm.  You  say  one-third  of  your  equity.  How  would 
that  anpiy  as  to  the  depoBitors? 

Dr.  JAHN.  Each  one.  Mr.  A,  Mr.  B,  Mr.  C.  Each  would  be  fully 
!(rverad  up  to  the  individual  total  of  one-third  of  our  total  equity. 
Diat  is  a  very  large  amount.  For  all  practical  purposes,  I  don't 
ttunk  we  have  any  difficulty. 

Mr.  9r  Geemain.  "nie  fund  was  recently  established. 

Dr.  Jahn.  In  ''''e  last  two  or  three  years.  It  is  still  being  built  up. 
,  tb.  St  Gkbi  on.  Should  there  be  a  muor— let's  hope  it  never 
X,  uod  fcoind,  a  nuOor  catastroime,  and  shoiud  the  fund 
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not  have  sufficient  assets  to  cover  that  for  the  other  banks  to 
participate,  is  that  how  it  is  structured? 

Dr.  Jahn.  We  have  several  things.  We  have  first  the  obligati<Mi  ct 
all  the  member  banks  to  pay  in  additional  amounts  if  needed.  In 
addition,  we  have  under  the  auspices  of  the  Central  Bank  an 
additional  system  under  which  banks  which  are  not  ncccMorily 
bankrupt  but  in  difficulty  would  be  supported  by  providing  liquidi^ 
for  them  temporarily  to  get  them  straight  again. 

This  system  is  still  being  built  up  and  includes  aU  our  depositan 
in  the  Imited  States,  by  the  way,  so  people  who  deposit  money  with 
us  in  this  country  would  be  equally  covered.  I  admit  this  ia  not  a 
universal  system  and  doesn't  apply  to  every  countiy,  but  what  doM 
apply  ie  that  most  foreign  banks  would  not  solicit  small  deposill 
and  if  they  do  they  should  be  membeiB  and  in  fact  most  of  them  are 
members. 

Mr.  St  GKRI.U1N.  This  has  been  very  helpful. 

I  wonder  if  you  gentlemen  could  put  your  collective  brilliant 
heads  together — and  1  say  that  very  sincerely — and  give  us  smne 
concrete  suggestions  as  to  how  you  might  like  to  see  uiis  handled? 

You  state  at  the  present  time  you  are  not  accepting  any  street 
deposits  from  individuals.  However,  here  is  one  of  our  concerns. 
Iliere  is  nothing  that  guarantees  that  a  year,  two  years  from  now, 
you  might  not  change  your  policy  and  decide,  "Well,  we  are  going  to 
go  out  and  see  if  we  cem't  solicit  some  of  these  deposits. 

Of  course,  with  the  structure  the  parent  bank  has,  this  is  encour 
aging  to  us,  but  nonetheless  we  still  have  to  look  at  the  po68il:dUtaeB 
that  may  occur.  Frankly,  with  this  deposit  insurance,  which  you 
now  have  in  effect,  it  ako  reduces  the  problems — if  this  was  in 
existence  in  all  the  other  countries  it  would  make  our  deliberation! 
much  easier  because  one  of  the  problems  we  have  is,  "Oh,  sure,  we 
will  insure  the  deposits  here  through  FDIC.  However,  FDIC  has  no 
control  over  the  parent." 

If  the  parent  should  have  problems,  there  is  no  control  by  FDIC 
and  there  is  nothing  they  can  do  to  oversee  this  and,  as  a  result 
thereof,  you  might  say  that  FDIC,  with  no  control  whatsoever,  finds 
the  fund  called  upon  to  pay  off  these  depositors.  It  is  not  an  eaqy 
area. 

Whatever  assistance  or  suggestions  you  can  give  us  in  this  area 
will  be  appreciated  deeply. 

Lord  O  Brien.  Thank  you  ver^  much,  Mr.  CJiairman.  We  would 
greatly  appreciate  the  opportunity  of  putting  in  a  paper  which  we 
hope  might  make  suggestions  wluch  would  meet  your  very  legiti- 
mate  concern  in  this  area,  and  also  we  feel  deal  fairly  with  your 
visiting  banks,  if  I  may  so  describe  them. 

Mr.  St  Germain.  That  would  be  very  much  appreciated.  Frankly 
we  would  like  to  receive  this  at  the  earliest  possible  date. 

Dr.  Jahn.  We  agree  with  the  FDIC  proposal  put  forward  last  year 
which  creates  a  system  under  which  a  voluntaiy  membership  would 
be  possible.  I  think  nobodv  ever  denies  that  the  foreign  banlcs  aUde 
by  whatever  is  requested  By  the  Federal  regulatory  authorities.  I  do 
think  that  if  the  Fed  or  FDIC  would  say:  "Now,  you  have  5  percent 
or  7  percent  of  your  deposits  in  amounts  under  IIOO.OOO;  you  must 
become  a  member,"  we  at  least  would  do  so.  I  think  that  could  be 
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said  for  all  foreign  banks,  looking  at  past  experience,  and  at  how 
they  have  behaved  tx>ward  your  regulatory  authorities.  I  don't  think 
any  bank  working  in  the  environment  of  a  guest  country  would 
consider  not  doing  what  its  regulators  request. 

Mr.  St  Germain.  I  want  to  make  it  clear  to  all  witnesses  who 
have  appeared  and  who  will  appear,  in  introducing  this  legislation. 
none  of  us  want  to  convey  the  impression  that  there  have  been  any 
foreign  banks  functioning  in  this  country  in  an  insidious  manner. 
That  is  not  the  point.  The  point  is,  the  Fed  has  requested  more 
r^ulatory  powers. 

The  other  factor  is  that  we  want  to  ensure  there  is  competitive 
equality  between  the  foreign  bank  presidents  and  our  domestic 
banks.  On  the  question  of  interstate  banking,  I  think  everyone  is  in 
agreement  if  there  should  be  a  change  in  the  legislative  picture  for 
our  domestic  banks,  this  would  automatically  be  accompanied  by  a 
like  chemge  for  our  very  welcome  foreign  banks  functioning  in  this 
country. 

No  one  is  trying  to  exercise  any  prejudice  here.  There  is  no 
reason  to.  Your  t>anking  interests  here  have  been  helpful  t':  us  and 
we  want  to  encourage  you  to  stay  on  and  to  participate  with  us.  Are 
there  questions?  Mr.  Wylie. 

Mr.  Wylie.  I  am  sorry  I  was  a  little  bit  late.  You  may  have 
answered  this  question. 

I  was  in  Europe  with  the  chairman  of  the  subcommiltee  and 
talked  to  various  bank  officials  in  Europe  about  this  bill.  When  I 
came  back  for  a  television  interview  the  question  w^  put  to  me: 
Why  shouldn't  foreign  banks  operating  in  the  United  Statr:i  be 
treated  the  same  as  domestic  banks? 

What  would  your  capsultzed  answer  be  to  that?  I  realize  it  may  be 
a  very  elementary  question  for  you,  but  that  is  the  kind  of  a 
question  we  are  asked  to  explain  to  the  public. 

Dr.  Jahn.  I  think  we  are  all  in  agreement  on  equal  treatment. 
The  problem  is  that  equal  treatment  for  essentially  different  things 
is  a  diHicult  matter  to  achieve.  First  of  all,  we,  of  course,  ought  to 
know  what  order  of  magnitude  we  are  discussing.  Latest  statistics 
show  that  all  foreign  bank  branches  in  the  United  States  of  Amer- 
ica have  about  fl  percent  of  the  total  deposits  of  the  whole  banking 
system  in  their  accounts.  If  you  include  all  subsidiaries,  and  agen- 
cies, in  California  and  elsewhere,  of  foreign  banks,  you  arrive  at  Just 
under  2  percent  out  of  a  total  of  roughly  $750  billion  total  deposits 
of  U.S.  banks. 

Mr.  Wyue.  But  that  is  increasing. 

Dr.  Jahn.  It  is  increasing.  If  you  consider  the  la^t  3  years,  foreign 
bank  assets  increased  by  1  percent  from  6  percent  to  7  percent.  If 
you  take  the  total  bank  assets,  not  just  of  the  big  reporting  banks, 
but  the  total  of  the  entire  banking  community,  and  compare  them 
with  the  total  assets  of  foreign  banks  you  will  observe  an  increase  to 
7  percent  from  6  percent  when  the  Fed  bill  was  introduced. 

I  think  we  are  really  looking  at  something  quite  limited.  Compare 
$66  billion,  which  I  think  are  the  total  assets  now  with  American 
assets  abrc«d,  which  are  over  $320  billion.  I  don't  argue  against  any 
legislation,  but  I  do  say  we  are  talking  about  a  limited  field  of 
interest  to  a  few  people. 
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Now,  on  equal  treatment,  we  haven't  asked  for  any  privilege.  We 
have,  in  fact,  ueed  the  existing  legislative  background  to  operate  in 
State-licensed  systemfi  where  we  thought  we  would  follow  our 
customers  coming  to  the  United  States — and  a  great  many  haw 
come  over  tbeee  last  years  and  invested  in  the  United  States.  It 
went  the  other  way  aroimd  over  long  years  when  American  t 
followed  American  industries  to  Europe.  We  have  35  / 
banks  in  our  country. 

We  used  the  State  system  and  the  opportunitiee  offered  by 
certain  States  that  actually  changed  their  laws  to  permit  foreignen 
to  operate  in  their  States.  We  are  not  national  banks  or  member 
banks,  but  State  nonmember  banks.  If  we  were  unable  to  be  tlut, 
there  would  be  two  consequences.  First,  we  couldn't  follow  our 
customers,  some  of  whom  are  American  corporations  with  whom  we 
are  friends  on  the  European  side,  and,  second,  the  possibility  of 
m^'or  cities  in  the  United  Stat^  becoming  more  international 
centers  would  be  precluded.  New  York  would  probably  be  the  No.  1 
choice  and  everybody  who  comes  here  would  go  to  New  York,  and 
other  places  would  probably  be  ignored  because  the  relative  sizes 
are  such  that  people  might  tend  to  stick  to  New  York  and  not  go 
elsewhere,  to  Chicago,  or  Atlanta,  any  other  place.  This  would  be 
difficult. 

Mr.  Wylib.  Apparently  there  isn't  any  really  simple  answer  to 
the  question,  but  when  you  talk  about  a  $66  billion  operation  in  the 
United  States,  that  isn  t  exactly  peanuts  any  more,  r^ardleas  erf 
percentage.  What  we  are  really  talking  about  is  reciprocity  versus 
national  treatment.  Isn't  that  it? 

Dr.  Jahn.  Yes. 

Mr.  Wylie.  As  long  as  the  domestic  banks  are  similarly  restricted, 
how  can  you  say  this  bill  does  not  represent  equal  national  treat- 
ment and  is  discriminatory? 

Dr.  Jahn.  Apparently  it  is  the  view  of  the  States  that  they  should 
be  free  to  invite  whomever  they  please  to  invest  on  the  nonmember 
level.  Even  in  the  proposed  lew,  the  Fed  doesn't  a^  us  to  become 
full  members,  which  would  automatically  give  a  number  (tf  answers 
to  other  structural  problems.  The  dual  banking  system  exists.  It  is 
not  our  invention.  We  have  used  the  frameworktin  which  the 
American  bank  system  operates,  no  more  than  that.  We  never 
asked  for  anything  beyond  that. 

Lord  O'Brien.  Mr.  Chairman,  could  I  say  one  word?  I  wouldn't 
want  tbe  record  to  go  forward  without  a  reply  from  me  to  your  very 
welcome  remarks  about  the  nature  of  your  inquiry  and  what 
motivates  it.  I  am  quite  sure  it  is  not  motivated  by  prejudice,  and 
from  my  own  observation  it  has  been  perfectly  obvious  it  has  been 
conducted  with  extreme  diligence,  both  within  the  United  States 
and  in  many  countries  abroad,  which  you  have  visited— and  I  am 
quite  sure  uiat  you  are  attempting  to  fmd  an  answer,  which  does 
Uie  thii^  whidi  need  to  be  done  for  the  U.S.  authorities,  wUle 
being  fair  to  those  to  whom  they  are  done  and  we  are  most  grateflil 
for  ttiat. 

Mr.  St  Germain.  In  other  words,  we  are  trying  to  find  medication 
that  is  as  palatable  as  possible.  We  are  getting  the  chocolate  Byrup 
and  strawberry  flavoring  and  everything  that  we  can. 
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Mr.  Fabbb.  Allow  me  to  make  a  remark  about  equal  national 
treatment  with  regard  to  affiliates.  In  the  United  States  you  have  a 
divided  banking  system  which  separates  banking  and  securities 
finna  while  in  the  countries  of  Ehirope,  the  banks  have  not  this 
difficulty,  llie  piactical  effect  of  applying  this  principle  against  the 
Eun^ean  banks  would  be  to  give  ftee  rein  to  U.S.  banks  and 
securities  firms  to  compete  very  strongly  in  Europe  in  all  areas— I 
can  tell  you  in  my  country  where  at  least  we  have  more  than  10 
securities  firms,  and  they  are  very,  very  active  and  very,  very 
competitive — while  telling  our  banks  that  th^  would  not  be  al- 
lowsd  to  compete  in  one  or  the  other  area  here.  This  is  really  the 
point. 

If  one  is  barred  from  doing  either  banking  or  securities  here,  it  is 
difficult  for  the  Ehiropean  banks.  This  is  the  point  I  would  like  to 
niaike.  So  we  think  it  is  an  essential  issue.  Moreover,  with  full 
respect  for  U.S.  laws,  which  we  want  to  abide  by,  we  do  not  think 
that  foir  international  competition  should  be  excluded  in  order  to 
preserve  the  r^ulatory  soundness  of  the  U.S.  system  to  which  we 
have  committed  our  operation  here. 

"niank  you,  Mr.  Chairman. 

BIr.  Hyde.  Referring  to  what  Mr.  Wylie  said,  I  think  the  mE^or 
problem  is  trying  to  dissolve  the  essential  conflict  between  reciproc- 
ity and  national  treatment.  I  think  the  banking  industry  and  this 
Congress  has  to  decide  whether  we  are  ready  to  operate  under  the 
restrictions  that  may  well  be  placed  on  our  overseas  banking 
activities  if  we  impose  similar  restrictions  on  foreign  banks  in  this 
country. 

I  thmk  we  have  to  be  fair  to  our  domestic  banking  industry  by 
not  giving  foreign  banks  privil^ea  or  liberties  that  are  not  available 
to  them,  hut  I  think  if  we  do  that,  wc  must  be  prepared  for  similar 
restrictionB  overseas.  It  is  a  matter  of  fine  tuning  and  adjusting  the 
rights  and  relationships  between  the  various  parties.  I  think  Amer* 
ica  gains  considerably  by  its  foreign  banking  operations  and  I  think 
domestically  we  gain  considerably  by  having  banks  from  foreign 
countries  operate  over  here.  I  see  no  serious  problem  other  than  one 
of  fine  tuning  the  process,  the  benefits  and  advantages  to  each.  I  am 
confident  this  subcommittee  will  do  that  too. 

Mr.  Wyijb.  Will  the  gentleman  yield? 

Mr.  Hydk.  I  will  be  happy  to  yield. 

Mr.  Wylie.  Ancillary  to  that  is  an  example  of  what  my  previous 
question  wits  directed  toward. 

What  role  do  the  European  banks  play  in  channeling  Arab  oil 
mon^  into  the  United  States  through  investment  banking  and 
securities  affiliates? 

Dr.  Jahn.  Did  I  get  your  question  correctly?  The  question  is 
whether  and  to  what  extent  European  banks  would  channel 
petrodollars  into  the  United  States? 

Mr.  Wyue.  Not  so  much  to  what  extent,  but  in  what  role.  What 
role  do  you  play?  You  play  the  role  your  customers  dictate,  of 
course. 

Dr.  Jahm.  I  think  this  is  not  a  real  factor.  I  think  the  bulk  of  the 
money  which  comes  from  petrodollars  stays  in  the  Euromarkets 
somewhere  in  Europe  or  in  Asia  and  is  used  there  widely,  and  all 
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large  American  banks  participate  in  relending,  reorganiziiig. 
rechanelling  this  money.  In  fact,  had  it  not  been  for  that  vast  aiu 
fully  functioning  Bystem,  I  think  the  recycling  in  1973  would  han 
been  a  catastrophe  for  the  financial  system  of  the  world.  It  ifl  ool^ 
because  of  this  enormous  integrated  system  which  exists  that  thn 
sudden  change  could  have  been  coped  with.  Most  people  hadnt 
expected  that.  You  will  remember  the  World  Bank  statistici  on 
what  would  happen.  Nothing  of  the  kind  has  happened,  i  _ 
c^  how  difficult  the  problem  is.  I  don't  think  there  is  a  l 
movement  of  funds.  A  bank  wouldn't  take  funds  from  outside  the 
United  States  if  they  don't  need  them  for  their  actual  lending 
business,  possibly  in  lieu  of  insufficient  deposits  which  they  need  for 
lending  operations. 

I  think  all  this  is  very  well  known  and  very  well  controlled  bj  the 
Fed— each  and  every  dollar  being  moved  around. 

Mr.  WyuE.  The  big  money  in  Europe  right  now  is  from  the  Arab 
countries  and  there  is  quite  a  bit  of  it  going  into  European  banks,  d 
course.  The  apprehension  in  some  circles  is,  of  coursa,  that  some  of 
this  is  channeled  into  the  United  States  and  is  invested  in  oper 
ations  in  which  domestic  banks  cannot  participate. 

Dr.  Jahn,  There  is  no  support  for  that  idea. 

Lord  O'Brien.  Mr.  Wylie,  could  I  say  a  word  about  that? 

Mr.  Wyue.  Yes. 

Lord  O'Brien.  Insofar  as  the  dollars  earned  by  oil  exporters  are 
concerned,  that  are  invested  long  term  in  particular  countrifli,  I 
would  expect  that  insofar  as  th^  are  invested  in  the  United  States, 
it  would  be  mainly  through  U.S.  banks  who  are  pretty  powei^  io 
the  Middle  East.  Insofar  as  it  is  invested  in  other  countries  io 
Europe,  for  example,  the  National  Banking  system  which  also  bM 
contacts  with  the  Arab  world  would  be  the  intermediate,  but  I 
would  be  very  surprised  if  foreign  banks  played  a  Ing  pert  in 
channeling  the  investment  of  Arab  and  other  oil  dollars  in  tfaii 
country. 

Mr.  Wyue,  So  you  see  no  need  for  concern  in  that  r^aid? 

Lord  O'Brien.  No,  I  don't. 

Mr.  Fabre.  The  experience  of  the  securities  affiliates  of  European 
banks  is  that  they  see  a  very,  very  smeill  amount  of  tiiis  money  and 
their  experience  is  that  this  kind  of  money  is  going  to  the  maior 
American  banks  who  are  recognized  as  the  experts  so  th^  send  this 
money  to  m^or  American  banks. 

Dr.  Jahn.  That  is  correct. 

Lord  O'Brien.  And,  of  course,  the  Arabs  have  their  own  people  is 
various  countries,  including  the  United  States.  I  am,  in  fact,  ■ 
director  of  a  Saudi  Arabian  bank,  a  majority  owned  hy  Saudi 
Arabians  with  participation  of  other  banks  throughout  the  worid, 
which  is  beginning  to  undertake  this  function. 

Dr.  Jahn.  Perhaps  some  large  American  banks  handle  thii 
money,  but  I  am  not  sure  it  stays  in  this  country.  I  believe  most  of 
the  funds  which  have  been  created  by  the  oil  countries  on  the 
European  markets  will  be  used  otherwise,  floating  around  the 
European  market— the  Arab  countries  prefer  to  use  an  Arab  bank. 
There  is  no  evidence  at  all  that  major  amounts  have  ever  come  to 
the  United  States  and  if  they  have,  they  are  controlled  by  the 
Federal  Reserve. 
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Bdr.  Wylik.  I  am  a  coaponsor  of  the  bill  and  through  knowledge  I 
B^'ni»^  from  our  hearinoB  and  from  my  trip  to  Europe,  I  feel  if  the 
United  States  has  decided  to  force  a  separation  between  domestic 
Tiaiilriwg  and  commerce,  is  it  really  unfair  not  to  do  so  with  respect 
to  foreign  banks?  I  think  you  have  ^ready  answered  that.  Do  you 
want  to  expand  on  jrour  fmswer,  Lord  O  Brien? 

Lord  03rien.  As  to  the  future,  if  you  so  desire.  Congressman,  the 
foreign  banks  will  have  to  live  with  it  on  the  basis  that  they  are 
treated  equ^ly  with  the  domestic  banks.  All  they  ask  is  that 
previous  arrangements  established  under  present  laws  should  not 
be  terminated. 

Or.  Jahn.  I  have  never  taken  any  other  position  than  equal 
treatment  with  domestic  banks.  We  have  been  operating  at  the 
State  level  and  we  wish  to  continue  to  do  so.  We  do  want  to  accept 
the  FDIC  philosophy  that  people  who  solicit  small  or  regular 
deposits  frtnn  everybody  ought  to  be  members.  However,  the  whole- 
saler should  be  subject  to  a  voluntary  system.  That  would  mean 
they  would  be  insured  by  the  FDIC  if  and  when  they  ask  to  become 
members.  I  think  our  main  point  of  trouble  is  section  H  of  the  bill. 

That  is  the  securities  side — again  quite  small  compared  with  your 
large  investment  community,  and,  as  the  Securities  Act  of  1975 
stipulates,  there  should  be  vigorous  competition.  Without  Continen- 
tal Europeans,  there  cannot  be  foreign  competition  because  there  is 
nobody  else  in  Europe  who  does  securities  business. 
.  The  other  thing,  (^  course,  is  the  nonbanking  activities  of  Euro- 
pean banks  which,  under  the  present  wording  of  the  bill,  the  whole 
thinfc  would  be  most  troublesome  to  all  of  us.  In  fact,  we  couldn't 
continue.  We  would  have  either  to  close  down  our  banks,  or  to 
prevent  industries  that  might  wish  to  come  here  from  doing  so.  It 
would  be  an  insoluble  point  if  you  don't  find  an  equitable  answer  to 
that  problem.  I  think  section  8  is  the  main  stumbling  block, 

Mr.  Wyue.  If  we  tried  to  use  as  a  standard  equal  treatment  with 
the  treatment  received  by  American  banks  in  foreign  countries, 
there  would  be  a  real  problem  because  we  receive  different  treat- 
ment in  different  countries. 

Dr.  Jahn.  I  think  the  most  liberal  treatment  is  in  our  country 
and  for  that  matter  London. 

Mr.  Wylii.  That  is  true  and  probably  the  most  conservative  is 
Switzerland. 

Dr.  Jahn.  Even  so,  there  are  many  American  banks. 

Mr.  Wyub.  But  they  receive  different  treatment  in  different 
countries? 

Dr.  Jahn.  Not  in  Germany,  France  or  England. 

Lord  O'Brien.  I  don't  want  to  have  a  disagreement  with  you 
before  this  distinguished  subcommittee,  but  we  couldn't  be  more 
liberal  than  we  are  in  London. 

Mr.  Wyue.  That  is  a  good  place  for  me  to  end,  Mr.  Chairman. 
Thank  you. 

Mr.  St  Germain.  Gentlemen,  I  understand  you  had  asked  to  go  on 
early  so  you  could  all  cateh  the  Concorde  back. 

Lord  O'Brien.  If  we  may,  Mr.  Chairman. 

Mr.  St  Germain.  I  want  to  point  something  up  to  you.  The 
dilemma  that  you  now  face  and  that  we  face.  The  Oancorde  would 
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like  to  be  flying  in  and  out  of  New  York  but  the  State  of  New  Ye 
has  said  no  to  date.  That  is  because  the  people  in  that  area  arou 
the  airport  in  New  York  vote  for  mayors  and  Governors  and  Sti 
representatives  and  State  senators.  Whereas  out  here  the  Fede 
Government  is  allowing  the  Concorde  to  land  find  to  come  in  a 
out.  So  the  dilemma  that  we  face  and  that  you  face  is  the  fiut 
you  want  State  law  or  do  you  want  Federal  law  in  the  Uoil 
States? 

Gentlemen,  we  want  to  thank  you  for  your  patience  in  t 
situation  you  faced  liist  week.  It  is  too  bad  you  are  taking  1 
Concorde  because  that  is  a  fast  flight.  I  was  hopeful  on  your  flii 
back  you  might  put  your  collective  heads  tt^ether  and  start  to  wi 
on  that  paper  for  us  with  respect  to  insurance  on  deposits. 

Lord  O'Brien.  I  promise  you,  Mr.  Chairman,  we  will  as  soon 
we  get  back  and,  of  course,  we  shall  get  beick  very  quickly.  I  i 
pleased  to  see  how  many  of  my  American  friends  are  sim] 
delighted  with  Concorde  and  maybe  one  day  other  American  citi 
if  not  New  York,  will  take  it. 

May  I,  on  behalf  of  my  colleagues  and  myself,  Mr.  Chainu 
thank  you  and  your  subcommittee  moat  cordially  for  the  courta 
way  in  which  you  have  received  us  and  the  freedom  with  which  j 
have  allowed  us  to  express  our  views,  and  we  hope  that  we  hi 
helped  you  in  a  little  way  to  come  to  the  best  conclusion  for  us  i 

Mr.  St  Germain.  Very  defmitely. 

Gentlemen,  without  objection  we  may  be  submitting  additio: 
questions  that  have  not  been  asked  because  we  have  other  pan 
and  we  want  to  also  get  you  out  to  the  airport  on  time,  so  we  will 
submitting  additional  questions  we  would  ask  you  to  answer  for  i 
record. 

Lord  O'Brien.  Of  course.  Delighted. 

Mr.  St  Germain.  Our  second  panel  consists  of  the  Bankf 
Association  for  Foreign  Trade.  The  witness  for  this  panel  is  Rob 
B.  Palmer,  vice  president  of  the  association.  He  is  accompanied 
James  B.  Sommers,  chairman  of  their  Committee  on  Foreign  Bai 
ing  in  the  United  States,  and  Thomas  L.  Parmer,  general  couni 
You  may  proceed,  Mr.  Palmer. 

STATEMENT  OF  ROBERT  B.  PALMER.  VICE  PRESIDENT.  BANKE 
ASSOCIATION  FOR  FOREIGN  TRADE;  ACCOMPANIED  BY  JAM 
B.  SOMMERS,  CHAIRMAN.  COMMITTEE  ON  FOREIGN  BANKI 
IN  THE  UNITED  STATES;  AND  THOMAS  L.  FARMER,  GENEH 
COUNSEL 

Mr.  Palmer.  I  would  like  to  thank  you  for  allowing  us  to  tesi 
on  what  we  feel  to  be  a  very  important  piece  of  legislation.  This  i 
subject  which  we  in  the  Bankers'  Association  for  Foreign  Tn 
(BAFT)  have  taken  great  and  continuous  interests  in  over  the  pai 
years  and  I  believe  we  have  been  invited  and  have  been  willitu 
testify  each  time  this  type  of  legislation  has  been  put  to  eiS 
House  or  Senate  committees. 

I  would  like  to  say  something  about  what  is  the  BAFT  and  wl 
is  our  constituency.  As  you  noted,  sir,  I  am  from  the  Philadelpi 
National  Bank.  My  colleage,  Jim  Sommers,  is  the  senior   v 
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president  of  North  Carolina  National  Bank  and  we  are  joined  by 
our  resident  counsel  in  Washington,  Thomas  Farmer. 

Our  association  constitutes  142  voting  members.  Our  banks  are 
represented  in  56  cities  and  32  States.  We  certainly  do  include  the 
very  largest  banks  in  cities  such  as  New  York,  Chicago,  San  Fran- 
ciscor  et  cetera,  which  are  very  active  in  international  banking,  but 
we  include  also  important  regional  banks  in  States  such  as  the 
Carolinas,  Louisiana,  Nebraska,  et  cetera,  which  banks  are  impor- 
tant in  financing  eiqwrts  and  drawing  foreign  business  into  their 
locales,  et  cetera.  We  fu*e  a  broadly  based  oi^anization. 

You  have  our  written  testimony,  as  you  said,  sir,  so  I  will  not 
read  it. 

I  will  take  a  few  minutes  to  highlight  what  we  feel  are  a  few  of 
the  primary  points. 

Mr.  St  Germain.  Without  objection,  the  entire  written  statement, 
I  think  with  one  change,  to-wit,  that  the  clearinghouse  people 
testified  last  week.  You  might  want  to  make  that  one  change  in  the 
statement,  but  it  will  be  put  in  the  record  as  submitted. 

Mr.  Pauikr.  lliere  are  a  couple  of  different  opinions  on  certain 
natters  coming  out  of  the  members  of  our  association. 

I  think  that  the  goal  of  the  BAFT,  as  I  believe,  is  the  goal  of  the 
sponsors  of  this  le^lation,  is  that  we  strongly  believe  that  the 
domestic  banking  environment  is  one  in  whidi  foreign  banks  shoiild 
be  encouraged  to  participate,  to  do  so  on  a  healthy  and 
aondiscriminatory  basis,  and  that  this  would  foster  competition 
among  all  institutions  in  this  country  and  offer  benefits  to  all  the 
Users  of  bank  services. 

At  present,  however,  it  would  seem  that  there  is  no  Federal  or 
even  uniform  r^^ulation  throughout  the  United  States  on  the  activi- 
ties of  foreign  bulks  in  this  country.  In  practice,  out  on  the  streets, 
^vhere  we  all  solicit  our  business,  there  is  in  fact  quite  a  range  of 
ttifTerent  opportunities  available  in  relation  to  such  areas  as  mulU- 
^ate  banking,  securities,  investment  banking  activities,  the  costs  of 
reserve  requirements,  deposit  insurance,  et  cetera. 

As  a  result  of  this,  the  great  minority  of  our  membere  think  that 
it  is  appropriate  at  this  time  to  pass  legislation  that  would  make  the 
regulation  of  such  activities  uniform,  fair  and  easily  undeistood  for 
all  parties,  those  who  are  here  now,  and  those  that  are  intending  to 
ctnne  in  the  future. 

After  some  thorou^  ^camination  of  your  bill,  sir,  we  are  appre- 
ciative in  that  we  think  it  is  well  thought  out,  and  well  researched. 
We  are  very  much  aware  of  jraur  travels,  your  conversations  witti 
Central  Banks  around  the  world.  The  great  mfuority  of  our  mem- 
bers do  support  the  passage  of  this  legiuation,  although,  as  you  will 
we,  we  do  recommend  a  few  significant  changes. 

I  should  mention  that  a  small  number  of  our  members  who  do  a 
significant  amount  of  the  international  banking  activities  in  this 
country,  this  group  being  headquartered  primf^y  in  New  York, 
differ  mmi  the  vast  miuority  as  to  the  need  for  legislation  on  this 
point  et  this  time.  I  believe  that  you  heard  from  them  last  week, 
from  John  Lee,  and  therefore  I  won't  go  into  the  specifics  of  their 
feeling  other  than  to  just  recognize  there  is  that  opinion. 
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As  we  look  at  this  le^lation,  we  Bee  it  dividing  roughW  into 
three  basic  parts:  the  regulatory  environment  under  whid^  foreign 
banking  activities  would  be  carried  on  here;  the  range  of  permin- 
ble  activities  for  those  banks;  and  the  locational  question  of  where 
they  may  place  facilities  in  this  country. 

I  will  approach  the  legislation  on  that  basis.  In  terms  ai  the 
regulatory  environment,  we  believe  that  foreign  banks  should  be 
able  to  operate  in  this  country  choosing  State  or  Federal  charten  ■■ 
they  might  choose,  whichever  they  see  best  for  the  particular  needi 
that  they  have. 

We  urge  that  FDIC  insurance  be  made  available  to  a  foreign  bank 
on  an  optional  basis  except  that  it  should  be  required  where  we  an 
talking  about  consumer  deposits.  We  do  not  advocate  mandatory 
Federal  Reserve  membership.  We  don't  think  this  is  appropiiatt 
We  don't  think  it  is  appropriate  in  terms  of  the  dual  bonldiig 
system,  et  cetera,  where  American  banks  are  not  so  required.  We 
do,  however,  understand  there  might  be  some  point  in  the  siza  and 
scope  of  activities  of  foreign  banks  in  this  country  at  which  point  it 
would  be  necessary  to  have  some  form  of  reserve  requirement  boCh 
for  the  orderly  conduct  of  monetary  policy  and  also  in  relation  to 
the  fairness  of  competitive  activities  with  other  U.S.  banks. 

As  you  know,  reserve  requirements  are  a  significant  coot  to  VS. 
banks,  as  they  make  their  loans  emd  we  do  thmk  there  is  a  sin  it 
which  it  would  probably  be  appropriate  for  foreign  banks  in  thii 
country  to  come  under  essentifdly  the  same  reserve  requirement!  M 
our  American  banks. 

As  to  the  range  of  permissible  activities,  here  a^ain  we  wouU 
hope  that  foreign  banks  would  be  subject  to  essentially  the  same 
regulations  for  activities  aa  is  the  case  with  the  American  bankl- 
This  is  equal  national  treatment.  We  do,  however,  advocate  AtO 
grandfathering  of  nonconforming  activities.  In  practice  what  we  an 
probably  talking  primarily  about  is  the  securities  and  mvesUiMiI 
banking  business  of  our  foreign  banking  friends  and  we  would 
recommend  full  grandfathering  of  those  activities.  We  wouU  abo 
suggest  that  the  date  for  grandfathering  be  brought  up  to  the 
present  time  as  best  you  see  fit. 

In  terms  of  locational  boundaries — and  now  I  think  we  sie 
talking  primarily  about  the  multi-State  branch  and  subaidiaiiaB,  it 
cetera— I  want  to  emphasize  that  this  is  probably  the  iasue  that  ii 
most  important  to  the  majority  of  our  members. 

This  is  the  area  where  they  see  their  activities  and  the  actrritki 
of  the  foreign  banks  meeting  on  the  sidewalk  in  real  MH 
competition. 

In  practice,  of  course,  we  would  suggest  equal  national  treatmwt 
which  would  have  the  foreign  banks  oper^ing  in  this  country  in 
terms  of  location  on  basically  the  same  set  of  rules  that  the 
American  banks  currently  operate.  We  do  again,  however,  strong 
advocate  full  grandfathering  of  those  facilities  which  have  alnatfr 
been  created.  The  grandfathering  is  not  just  a  matter  of  sumxt  oT 
grandfathering — it  is  not  just  a  matter  of  trying  to  appeal  to  nxeifa 
banks  who  are  already  here,  and  who  are  good  banking  frimds' 
there  is  etlso  a  very  solid  principle  behind  it  and  toat  is  tt* 
principle  of  a  given  government,  whether  It  be  our  gDvemment  or 
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the  government  in  the  foreign  country,  not  inviting  foreign  invest- 
ment and  then  significantly  chaining  the  rules  on  that  investment 
after  it  has  arrived. 

This  investment,  whether  it  be  in  multi-State  branching  as  it  has 
been  allowed,  or  securities  activity,  was  brought  here  wiui  the  very 
best  of  intentions,  "niese  banks  have  conducted  themselves  with  the 
best  interests  of  this  country  and  its  commerce  in  mind  and  we 
think  it  would  be  Absolutely  inappropriate  to  change  the  rules  in 
that  fashion  after  they  have  arrived  here. 

One  very  signiflcant  point  is  that  we  do  urge  the  elimination  of 
section  7(e)  from  jrour  bill.  We  do  not  think  that  the  Federal 
Reserve  must  have  the  power  to  approve  or  have  the  power  to 
disapprove  foreign  banks  who  choose  to  go  what  we  woula  call  the 
"State  route,"  who  choose  to  take  a  State  charter.  Moreover,  we  just 
want  to  say  that  we  urge  that  you  leave  unchanged  the  fact  that 
agencies  are  not  included  in  the  prohibition  against  multi-State 
^'^lnki*^g 

In  summary,  sir,  I  would  just  like  to  wind  up  by  speaking  a  little 
bit  about  some  of  the  comments  we  have  heard  in  the  last  week 
which  are  criticisms  of  the  bill  by  various  parties.  Criticisms  we 
simply  don't  understand  as  we  feel  there  is  no  rationale  behind 
them. 

No.  1,  we  have  heard  of  retaliation  from  some  parties.  We  don't 
think  there  should  be  any  importance  placed  on  retaliation. 

First  of  all,  we  have  never  heard  retaliation  mentioned  in  a 


serious  way  by  any  official  authorities.  It  seems  that  we  hear  that 
primarilv  only  from  those  groups  whose  interests  would  be 
nirthered  if  you  all  would  believe  that  there  would  be  such 


retaliation. 

Mr.  St  Germain.  If  I  could  interrupt,  I  see  you  obviously  don't 
have  ESP  because  in  answer  to  a  question  on  that  very  point  we 
were  told  last  week  some  people  get  the  feeling  that  there  might  be 
retaliation. 

Mr.  Palmer.  I  read  that  exchange  and  I  can't  dispute  anyone's 
feelings.  That  is  a  personal  thing.  To  our  knowledge  we  do  not  hear 
(riHcial  parties  saying  there  will  be  retaliation. 

Second,  last  August  31st,  when  this  same  group  was  testifying 
before  the  Senate  Committee  on  this  type  of  legislation,  our  good 
friend.  Dr.  Wolfgang  Jahn,  who  just  len  this  table,  jumped  up  and 
said,  "I  wimt  to  disassociate  myself  and  the  German  banking  groups 
from  that  idea." 

Who  knows  where  that  leads?  "If  you  do  this  to  us,  then  we  do 
that  do  you."  It  is  a  very  destructive  road  to  start  going  down. 

I  would  also  suggest  that  responsible  foreign  bankers  do  not  agree 
with  the  idea. 

This  is  very  important  as  we  consider  this  legislation.  I  think 
there  is  no  rationale  for  anyone  to  take  such  actions  because  in 
doing  so  they  simply  would  not  show  an  understanding  of  how,  1 
believe,  public  policy  is  formed  in  this  country.  It  doesn't  matter 
whether  we  are  tallung  about  banking,  public  health,  education  or 
whatever.  I  think  public  policy  is  formed  by  the  broad  body  politic 
of  the  country  deciding  what  sort  of  bemking  structure  they  want  to 
have  in  their  country,  or  education,  or  whatever  it  may  be.  They 
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choose,  whether  they  choose  wisely  or  unwisely,  they  choose  to 
create  a  structure  and  then  the  various  parties  operating  in  that 
environment  play  by  those  rules. 

Now,  one  person  testifying  last  week  said  he  saw  no  logic  that  i 
German  bank  should  not  be  allowed  to  put  branches  in  many  States 
since  an  American  bank  could  put  branches  in  several  Uemun 
cities.  I  think  there  is  no  logic  to  say  a  foreign  bank  should  be 
permitted  in  the  future  to  put  branches  in  various  cities  if  in  fact 
an  American  bank  cannot  put  branches  in  those  same  locations.  Ve 
are  talking  about  the  structure  of  banking  in  this  country. 

Whether  we  agree  or  disagree  with  the  various  acts,  for  example, 
McFadden,  Glass-Steagall,  et  cetera,  those  are  not  at  issue  at  thii 
time.  They  may  be  valid  issues  to  be  taken  up  at  some  time,  bat 
those  are  not  the  issues  at  this  time. 

A  second  argument  we  have  heard  from  some  is  that  the  legisla- 
tion would  be  discriminatory.  I  think  probably  there  are  some  very 
small  bits  of  it  which  would  possibly  allow  for  slightly  discrimina- 
tory regulation  of  foreign  banks  versus  American  banks,  but 
frankly,  Mr.  Chairman,  where  we  stand  right  now  is  that  the 
discrimination  is  about  2  feet  wide  and  I  think  this  act,  especially  if 
you  were  to  follow  the  few  recommendations  that  we  have  mad^ 
such  as  taking  out  section  7(e),  et  cetera,  would  bring  it  down  to  a 
few  inches. 

I  think  you  have  to  look  at  the  trend  line  and  that  is  a  very 
positive  thing  indeed. 

I  think  foreign  banks  who  want  to  be  tremendously  active  in  this 
country  have  nothing  to  fear  from  this  type  of  l^islation.  It  aUom 
a  foreign  bank  to  be  active  in  this  country  through  the  bank  holdiiig 
company,  through  Edge  Act  corporations,  through  agencies,  et 
cetera,  m  a  way  that  will  allow  them  to  do  commercial  banking  on 
as  national  an  extent  as  is  allowed  to  American  banks. 

Another  comment  is,  "This  would  eliminate  certain  places  from 
being  financial  centers."  That  is  not  the  case.  This  legislation  would 
open  up  Edge  Act  and  agency  opportunities  for  foreign  banks  to  go 
into  various  locales  and  we  have  the  proof  of  the  active  efforts  of 
American  banks  under  the  Edge  Act  of  going  to  such  cities  ae 
Chicago,  Miami,  Houston,  Los  Angeles,  and  even  New  York,  for 
non-New  York  banks  and  assisting  very  much  in  the  development 
of  thoee  centers  as  international  financial  centers. 

Moreover,  the  agencies  are  even  permitted  to  make  domestic 
loans,  so  it  is  not  only  a  question  of  international  fmancial  centers, 
but  international  banks,  to  be  active  on  the  domestic  sides  under 
this  Imslation. 

So,  therefore,  Mr.  Chairman,  on  balance,  with  a  few  sumeetions 
that  we  have  made  for  change,  the  vast  majority  of  the  l^uikers' 
Association  for  Foreign  Trade  supports  this  l^islation. 

Thank  you. 

[The  prepared  statement  of  Mr.  Palmer,  on  behalf  of  the  Bankera' 
Association  for  Foreign  Trade,  follows:] 
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ROBERT  B.    VkUiER 

VICE  PRESIDEHT 

BANKERS'    ASSOCIATION  FOR  FOREIGN  TRADE 

OS  H.R.    7325 

SUBCOMMITTEE  OH  FINANCIAI.  INSTITUTItWS 

SUPERVISION,    REGULATION  AND   INSOHAMCB 

OF  THE 
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My  nane   is  Robect  B.  Palmer,  and  I  am  the  vice  Preaident  of  tha 
Bankers'  Aaaociation  for  Foceign  Trade.   I  am  also  Executive  vice 
President  of  the  Philadelphia  National  Bank.   I  an  accompanied  by 
James  B.  Soraiera,  Chairman  of  the  Association's  Committee  on  Foreign 
Banking  in  the  U.S.,  vho  is  also  Senior  Vice  President  of  the  Worth 
Carolina  National  Bank,  and  by  the  AsHoclation's  Counsel,  Thomas  L. 
Faraer,  of  the  Hsshington  law  firm  of  Feather  Seegsr  Doolittle  Farmer 

ation  lor  Foreign  Trade  (BAFT)  was  founded 
Today,  BAFT'S  voting  meiftoership  of  H2  U.S.  banlts  consists 
or  oanKs  in  56  cities  located  in  32  states,  the  Diatrlet  of  Columbia 
and  Puerto  Rico,  and  includes  almost  every  U.S.  bank  which  has  a 
•ignificant  international  oper  ~  " 
non— voting  membership  to  78  fo 
States. 

Following  World  War  II  American  industry  set  the  pace  in  a  treMen 
douB  expansion  of  world  trade  and  InvestKient.  During  this  period  the 
U.S.  dollar  established  its  role  as  the  principal  reserve  currency  and 
Bedium  of  exchange  for  International  transactions,  and  American  banks 
expanded  overseas  to  meet  the  needs  of  their  customers  and  to  take 
advantage  of  new  opportunities  to  finance  foreign  coimeice  and  inve* 
^ley  opened  representative  offices  and  branches,  established  specisllied 
subsidiaries,  associated  themselves  with  overseas  ventures  and  partici- 
pated substantially  in  the  Euro-currency  market.   Similarly,  non-U. 5. 
l>anks  expanded  their  International  operations,  including  the  ostabliah- 
»ent  of  agencies,  branches  and  subsidiaries  in  the  United  States.   The 
vorldwide  activities  of  BAFT  member  banks,  both  U.S.  and  foreign, 
contributed  greatly  to  the  growth  of  international  trade,  the  inqirovenent 
of  living  standards  throughout  the  world,  and  the  maintenance  of  peace 
through  an  orderly  interdependent  world  economy. 


n  banking  community  has  expanded  into  foreign 
has  not  asked  for,  nor  received,  preferential 
Has  been  mutual  non-d is crimination  among  U.S.  and 
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focalgn  banks.   To  demand  nore  would  b«  unrealistic  end  net  in  the 
■plrlt  of  the  free  enterprise  arstem:  to  accept  less  would  be  a  dis- 
service to  Che  American  buainegs  eonmunity  and  ultimately  the  Anericu 
public. 

BAFT  membera  strongly  believe  that  the  dcwestic  banking  envirouM 
should  be  one  in  which  foreicpi  banks  are  encouraged  to  partlclpaite. 
and  Co  do  ao  on  a  healthy  and  non-discrlninatory  basts.   This  would 
foster  con^wtitian  ainong  all  institutions  operating  In  this  country 
and  offer  benefits  to  all  users  of  bank  services. 


loent,  particularly  with  respect  to 
investment  banking  activity,  reeerw 

AS  a  result,  the  vast  majority  of  our  menbers  support  the  passag* 
of  legislation  this  year  which  would  effectively  equalize  the  operating 
environment  for  both  foreign  and  domestic  banking  activities  in  the 
U.S.   Such  legislation  should  be  based  on  the  principle  of  equal  national 
treatment.   At  the  sane  time,  these  banks  believe  that  the  principle 
of  grandfathering  should  be  employed  for  those  operations  of  foreign 
banks  which  have  been  eatablished  here  in  full  accord  with  prevailing 

A  careful  examination  of  H.R.  732S  has  led  us  to  conclude  that 

However,  I  want  Co  advise  the  Committee  that  thei 
ho  do  not  support 
the  largest  banks  in  tne  country 

raent  is  aatiaf actory,  and  that  the 
liation  by  foreign  governments  agatstt 
ka.   The  views  of  these  banks  have 
ek  by  the  Hew  York  Clearing  House  and 
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Regulatory  Environnent 

Mich  respect  to  the  overall  regulatory  scheme  for  foreign  banks 
rating  in  this  country,  we  believe  that  the  established  principles 
the  dual  banking  system  require  that  the  Knerican  branches  or 
rating  subsidiaries  of  foreign  banks  be  permitted  to  register  or 
rter  with  the  appropriate  regulatory  entity,  state  or  Federal,  as 
/  night  choose.   To  facilitate  the  operation  of  foreign  banks  as 
Lonal  banks  and  Edge  Act  corporations,  we  urge  the  elimination  of 
nationality  restrictions  for  the  directors  of  these  corporations. 

In  addition,  we  urge  that  FDIC  insurance  be  made  available  to 
foreign  bank  that  desires  such  in 
required  of  a  foreign  bank  only  to 
retail  activity. 

virtually  all  foreign  banks  operating  in  this  country  conduct  a 
king  businesa  which  when  carried  on  by  U.S.  banks  makes  non -member a hi 
the  Federal  Reserve  System  a  practical  impossibility.   Nevertheless, 
do  not  advocate  mandatory  Fed  membership  for  foreign  banks  since 

5  the  principle  of  mutual  non-discrimination.  We  do, 
1  that  the  central  bank  have  adequate  powers  relating 
the  activities  of  foreign  banks  operating  here  to  assure  the  proper 
etioning  of  domestic  monetary  policy,  including  the  power  to  impose 
erve  requirements  where  appropriate. 

Reserve  requirements  are  also  important  with  respect  to  competitii 
lity.  The  cost  considerations  of  reserve  requirements  are  of  crucial 
ortance  in  the  highly  coinpetitive  market  of  wholesale  banking.  For 
i^le,  the  funding  of  a  large  coimoercial  loan  to  an  American  borrower 
lid  be  significantly  more  expensive  to  an  American  bank,  which  would 
K  to  maintain  reserves  under  either  Regulation  D  or  H,  than  would 
true  for  a  foreign  bank,  which  would  have  a  lower  requirement  under 
Filiation  D  or  no  reserve  requirement  under  Regulation  M. 

Range  of  Permissible  Activities 


Consistent  with  the  principle  of  equal  national  treatment,  we  urge 
It  the  operations  of  foreign  banks  in  this  country  be  subject  by  law 
I  practice  to  the  sane  regulations  regarding  permissible  activities 
are  Anerican  banks. 

We  are  therefore  pleased  to  note  that  H.R.  7325  grants  important 
operating  authority  to  foreign  banks  by  enabling  them  to  carry  oat 
smational  banking  activities  in  most  of  the  major  banking  center* 
Qugh  the  establishment  of  Edge  Act  corporations  now  available  only 
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3  U.S.  banks.   The  bill  also  EBtablishM  a  valuable  precedent  by 
EDOvinq  entirely  the  cequirement  that  directors  of  Edge  Act  cocpor- 
tions  be  U.S.  citizens.   He  ucga  that  aimilarly  Section  2   be 
roadened  to  remove  the  requirement  that  a  national  bank  controlled 
f   a  foreign  bank  have  a  majority  of  its  directors  be  U.S.  citiieiw. 
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We  urge  therefore  that  all  securities  and  investtnent  banking 
activities  presently  being  carried  on  by  foreign  bank  affiliates  in 
accordance  with  presently  effective  U.S.  laws  and  regulatlonsi  be 
grandfathered  and  that  Section  B  of  this  bill  be  amended  accordingly. 

III.   Locational 


Under  present  law  foreign  banks  operating  in  the  U.S.  through 
direct  branches  or  through  a  contiination  of  branches  and  subsidiaries 
nay,  and  do,  engage  in  commercial  banking  functions  in  more  than  one 
state.   On  the  other  hand,  doniestlc  national  banks  and  member  banks 
may  not  engage  in  interstate  branching,  although  domestic  non-member 
banks  under  reciprocal  state  branching  laws  theoretically  have  this 
option.   In  practice  this  has  resulted  in  a  competitive  disadvantage 
for  American  banks.   Accordingly,  we  support  the  provision  of  the  bill 
restricting  interstate  branching  of  foreign  banks,  but  with  an  amendment 
to  allow  non'member  foreign  banks  the  interstate  branching  option 
available  to  domestic  non-member  banks  under  reciprocal  state  laws. 
At  the  same  time  we  strongly  support  those  provisions  of  the  bill  which 


,,Google 


rids  foe  ttw  permanent  grsndfatharing  of  ill  agencies,  branch**, 
■ubsldiarles  of  foreign  bank*  that  are  already  established  in 
Dnited  Statea  aa  of  a  current  date  to  be  eatabliahed  by  the 

idfathering  presently  in  the  bill  w 
t   ttie  Committee  designate  the  most 

furthermore,  we  urge  that  H.R.  7325  be  left  unchanged  so  that 
nclea  are  not  Included  in  the  prohibitiona  on  DUlti-atate  banking. 
v:iea  generally  are  not  alloifed  to  accept  deposits  and  are  thus 
■kin  to  Dulti-stace  branches  of  domestic  banks. 

In  addition,  we  urge  the  elimination  of  Section  7(e)  of  H.R. 
S  granting  to  the  Federal  Reserve  Board  the  power  to  disapprove 
establishment  by  a  foreign  bank  of  a  branch  or  agency  pursuant 
(tate  law.  The  Federal  Reserve  Board  does  not  have  auch  authority 
li  respect  to  domestic  bank  applicants,  and  to  provide  such  veto 
er  with  respect  to  foreign  applicants  would  run  counter  to  the 
nciple  of  national  treatment,  as  well  as  unnecessarily  interfering 
h  state  authority  under  the  dual  banking  system. 

In  conclusion,  Hr.  Chairman,  I  want  to  say  that  while  this 
Islation  d^als  with  a  number  of  ccnplex,  technical  iasuea,  the 
tral  point  is  rather  simple.   For  the  health  of  the  financial 
ten  it  is  in^iortant  that  the  relevant  laws  and  regulations  place 
participating  institutiona  on  an  equal  footing.   The  vast  majority 
our  members  after  careful  deliberation  have  concluded  that  the 
rlilation  before  you  repreaenta  a  liberal  and  farsighted  approach 
t  coDplex  and  very  technical  problem,  and  with  the  changes  as  out- 
wd  above,  deservea  the  support  of  your  Ccmmittee. 


,,Google 


Mr.  St  Germain.  Thank  you,  Mr.  Palmer,  for  a  vny  < 
presentation.  We  appreciate  your  support  of  the  legiuation  i 
your  conatructive  recommendations  will  be  given  thorou^  c 
ation,  naturally. 

One  of  your  recommendations  is  that  State  charter! 
section  7(e;  be  eliminated.  You  argue  it  interferes  with  1 
thority  under  the  dual  banking  system. 

However,  almost  all  banking  operations  in  the  United  Stal^ 
unless  they  are  noninsured  State  banks,  are  sutgect  to  veto  at  ti» 
Federal  level.  The  vetoing  of  State  charter  operations  can  be  doM 
by  FDIC.  Since  the  insurance  will  not  be  ^ven  to  fiHtignera  int  it 
true  the  agencies  would  have  a  competitive  advantage  under  yoor 
proposal  in  not  being  subjected  to  a  Federal  veto  over  chaitnriiiKm 
any  form? 

Mr.  Palmer.  To  some  extent  that  is  true.  However,  we  MB 
significant  importance  in  the  ability  to  take  dnrasits  which  ■geuriti  . 
are  not  permitted  to  do.  We  think  the  classical  banking  funraon  of  ' 
taking  deposits  in  a  given   location  is   a  priman  criteria  fer 
clfissi^^ring  something  as  a  beuiking  entity  and  therefore  we  an  nal 
unduly  troubled  by  more  liberal  treatment  for  agencies. 

Mr.  St  Germain.  It  would  seem  that  the  oversight  of  amvofiif 
cheirters  would  be  useful. 

If  you  don't  favor  a  Fedentl  veto,  what  other  checks  with  regnd 
to  State  banks  would  you  suggest? 

Mr.  Palmer.  It  seems  appropriate  to  us  for  a  bank  coming  to  ttni 
country  to  have  the  ability  to  create  a  branch  or  subaidiarT  in  ■ 
State  which  would  be,  by  taking  a  State  charter,  subject  only  to  Al 
desires  of  that  State  as  to  whether  or  not  it  should  be  locatad  tlMR 
on  the  assumption  that  it  is  choosing  that  State  as  its  hraie  Statft 

Mr.  St  Germain.  With  respect  to  the  subeequent  eetablishinant  cf 
agencies  in  any  number  of  other  States,  you  don't  feel  as  though 
there  should  be 

Mr.  Palbier.  We  would  not  limit  agencies. 

Mr.  St  Germain.  As  you  stated,  agencies  could  accept  dsporitih 
but  agencies  are  primetrily  loan-generating  offices. 

Mr.  Palmer.  That  is  right. 

Mr.  St  Germain.  That  type  of  presence  does  have  an  efhet  or 
could  very  well  have  an  effect,  either  salutary,  or  in  some  ' 
perhaps  an  adverse  effect,  on  the  State  in  which  the 
established. 

Mr.  Palmer.  I  can  conceive  of  situations  in  which  it  wooU 
although  we  do  believe  that  while  an  agency  is  a  very  useful  way  of 
conducting  a  loan  business  on  a  more  local  basis,  that  in  foct  malt 
loans  in  a  given  area  could  be  made  across  State  lines  aaywuj  by  • 
branch  in  a  different  State. 

Mr.  St  Germain.  Mr.  Wylie. 

Mr.  Wylie.  Thank  you,  Mr.  Chairman. 

I  want  to  compliment  you,  Mr.  Palmer,  for  a  very 
statement.  To  me,  you  put  the  issue  in  succinct  perspective, 
than  I.  I  was  attempting  to  say  it  a  little  earlier,  if  you  were  hsn 
and  heard  my  exchange  with  the  other  gentlemen. 

What  we  are  suggesting  here  is  not  too  much  differ  nt  than  «M 
we  did  with  our  own  domestic  banks,  through  the  O  e-Bank  Holi- 
ing  Company  Act  and  other  laws,  is  it? 
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'auool  I  think  it  is  really  quite  Bimilar,  although,  as  you 

m  are  recommending  the  grandfathering  for  the  reasons  I 

iitUned,  but  going  forward  essentially  we  believe  that  the 

km  Y,  the  bsmk  holding  company  laundry  list,  if  you  will, 

be  appropriate. 

Wyux.  Would  you  grandfather  forever? 

lOve  a  divestiture  provision  in  the  Bank  Holding  Company 

deh  requires  divestiture  of  ncmbank  related  activity  by  1985. 

think  that  is  too  restrictive  for  foreign  banks? 
*AUfER.  In  terms  of  the  securities  business,  we  would  grand- 
^lermanently.  In  terms  of  relationships  of  foreign  banks  who 
inking  activities  here  etnd  who  through  maybe  investments 
ey  have  in  their  home  coimtry,  in,  say,  a  manufacturing 
ly  which  then  chooses  to  put  a  manufacturing  company  in 
ited  States,  we  would  think  that  at  that  point  where  the 
ictaring  activity  in  the  United  States  became  a  strong,  func- 

oiganization  and  they  would  have  a  banking  relationship 
le  foreign  bank  or  possibly  control,  or  significantly  invested 
,  it  mi^t  be  necessary  to  take  some  steps  to  see  that  they 
lere  at  arm'a  length. 

rould  hope  there  is  some  appreciation  or  understanding,  as 
in  and  others  explained  today,  of  why  that  happens  in  tnose 

SB. 

¥tijb.  You  have  made  en  interesting  suggestion  on  page  3  of 
vtimony  that  FDIC  insurance  should  not  be  required  of  a 
bank  except  to  the  extent  that  such  bank  engages  in  retail 

>u  foresee  any  undue  difficulty  there  in  mulring  sure  that  it 
domestic  retail  deposits  which  are  insured? 

ik  what  you  are  sajring  is  that  FDIC  should  be  required  to 

)  insurance  for  foreign  banks  operating  in  this  country  or 
banks  should  be  required  to  have  FDIC  insurance  to  guard 
loss  for  American  citizens  who  make  deposits  in  foreign 

operating  here.  Is  that  what  you  are  suggesting? 

'almeb.  We  mean  to  say  individuals  as  citizens  as  oppo<>«<4  *» 


itioos  as  citizens.  We  believe  it  should  be  required  to  the 
that  they  are  taking  deposits  from  individuals,  not  fiom 
itions,  in  the  CD  market,  large  institutions,  and  so  forth. 
Vtuk.  West  German  citizens?  It  is  not  as  likely  that  deposits 
come  West  German  citizen? 

pALMEB.  To  be  honest,  I  haven't  thought  that  throu{^. 
•'AitMER.  I  don't  think  we  would  think  that  distinction  to  be 
basis  of  citizenship  as  much  as  on  the  basis  of  retail  versus 
rdal  business,  which  I  think  is  the  basic  intent. 
iild  think  any  retail  customer,  whether  he  was  foreign  or 
ic  or  whatever,  would  be  insured,  just  the  way  an  American 
rould  be.  It  is  the  nature  of  the  banking  business  we  are 
at  rather  than  the  citizenship  of  the  individual  conducting 

Vyue.  Just  deposits  of  retail  customers  in  the  United  States. 
think  that  the  acceptance  of  foreign  banks  for  FDIC  insur- 
Kild  cause  an  undue  risk  to  the  Federal  Deposit  Insurance 
ition? 
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Mr.  Palmer.  I  don't  believe  so,  sir.  I  am  not  en  expert  such  that  I 
could  explain  how  that  would  have  to  be  worked  out,  and  I  know     \ 
that  it  would  not  be  easy,  but  I  believe  that  one  would  be  abte  to    f 
work  out  a  policy  whereby  the  deposits  in  this  country  of  fiiveigD    • 
banking  operations  of  simply  individuals  could  be  insured  agaimti    ) 
And  there  was  a  situation  rack  in  1965 — some  of  you  may  remem-    ' 
ber — the  Intrabank,  then  the  Ifugest  private  bank  in  Lebanon,  with 
a  branch  in  New  York,  which  did  fail  and  it  did  have  Msne 
individual  deposits  from  residents  of  New  York,  et  cetera,  and  theic 
was  some  money  loes  by  individuals. 

I  think  there  could  have  been  a  way  in  which  FDIC  could  bare 
insured  those  deposits,  worked  out  an  arrangement  with  the  buik, 
with  assets  in  this  country  sufficient  to  protc^  to  assure  that  there 
would  be  that 

Mr.  Wyue.  My  question  is  based  on  a  statement  made  by  Mr. 
George  A.  LeMeiistre,  Chairman  of  the  Federal  Deposit  Insurance 
Corporation.  He  says. 

In  the  event  of  insolvency  of  a  foreign  bank,  it  is  possible  that  aaaets  cxwU  be 
easily  and  quickly  shifted  from  the  U.S.  branch  and  out  of  U.S.  jurisdiction,  «4iile 
deposits  could  be  shifted  to  the  U.S.  bnuu^. 

Then  he  says. 

Legal  obstacles  and  transactions  involving  other  offices  of  the  foreign  bank  ini^ 
prevent  PDIC  from  obtaininK  the  usual  subrogation  of  claims  that  nonnally  it  grts 
tnm  depositors  in  failed  U.S.  banks  before  making  payments. 

Would  you  comment  on  his  statement? 

Mr.PALMER.  It  would  seem  to  me,  not  as  an  expert  in  the  this 
area,  but  it  would  seem  to  me  that  there  would  be  a  way,  such  as 
the  capitalization  rules  for  foreign  banking  activities  here,  or  the 
New  York  State  108-percent  rule,  or  something  of  that  nature, 
which  would  assure  that  funds  would  be  in  a  local  location,  not  out 
of  that  location. 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Gentlemen,  many  of  the  witnesses  who  testified, 
some  who  will  testify,  about  equal  treatment,  state,  well,  that  is  not 
really  the  case  because  bank  holding  companies  now  or  domestic 
banks  can  operate  in  many  States;  but  is  there  anything  that 
precludes  or  prohibits  foreign  banks  from  establishing  bank-holdiq; 
companies  and  using  that  same  modus  operandi? 

Is  that  not  allowed  a  holding  company  in  this  country? 

Mr.  SoHMERS.  Yes,  sir,  they  have  that  availability. 

If  I  may  make  make  a  (ustinguishing  point,  there  is  a  vast 
difference  in  being  able  to  go  across  State  lines  with  the  finance 
companies  as  opp(»ed  to  the  basic  banking  business  where  you  are 
taking  deposits,  the  deposits  being  the  life  blood  of  commercial 
banks,  deposits  that  you  gather  in  the  marketplace  being  the  most 
stable  funds  that  a  iHmk  has  to  expand  its  operations  within  their 
own  State. 

Mr.  St  Germain.  And  this  is  why  you  subscribe  to  the  establish- 
ment of  agencies  in  other  States? 

Mr.  SoMMERS.  That  is  correct. 

Mr.  St  Germain.  One  last  question.  In  your  testimony  you  note 
that  agencies  are  not  included  in  the  prohibitions  on  multi-State 
branching  in  the  present  bill. 
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lid  you  agree  to  pennitting  agencies  to  operate  in  more  than 
tate  as  a  means  by  which  States  that  do  not  now  have 
ntial  foreign  banking  operations  can  attract  them  in  the 
,  which  would  say  a  foreign  bank  is  less  likely  to  enter  a  new 
if  it  cannot  establish  a  branch  and  can  only  establish  an 
r,  and  could  you  aiiswer  the  quesLion  taking  into  account  the 
r  the  existing  situation  in  California  and  Geoi^a  in  which 
MB  now  are  effectively  prohibited? 

Palmer.  One  could  only  surmise  what  people  would  do  at  a 
time,  but  I  would  think  if  this  legislation  were  passed 
ag  activity  under  the  Edge  Act  and  allowing  multi-State 
es  to  the  extent  that  the  new  host  States  would  permit  same. 
Id  think  that  many,  many  foreign  banking  institutions  who 
JO  be  active  commercially  in  this  country  would  utilize  those 
ris  and  would  spread  activities  across  the  United  States  and 
lealthy  banking  business. 

9t  Gbbuain.  Gentlemen,  we  want  to  thank  you  for  your 
itation.  There  will  be  additional  questions  from  other  mem- 
rho  couldn't  be  here  this  morning  eis  well  as  from  myself, 
le  I  want  to  move  edong  here,  presented  to  you,  and  we  would 
at  you  answer  them  as  expeditiously  as  possible.  They  are,  I 

relatively  easy  to  answer. 

Paucer.  Thank  you,  Mr.  Chairman.  We  would  be  happy  to  do 
nd  we  repeat  our  thanks  for  inviting  us  to  testify  on  this 
tion. 

St  Gesmain.  Now  we  will  hear  from  our  third  panel,  repre- 
I  the  regional  stock  exchanges:  James  E.  Dowd,  a  neighbor 
lassachusetts,  I  assume,  because  he  is  president,  Boston  Stock 
Dge;  Michael  E.  Tobin,  president.  Midwest  Stock  Ebichange, 
nd  Hart  Perry,  president,  SoGen-Swiss  International  Corp. 
tlemen,  we  have  your  statements  that  were  presented  to  us 
B  appreciate  receiving  them  ahead  of  time  so  that  we  could 
m  opportunity  to  review  them. 

uld  ask,  since  they  are  rather  substantially  put,  all  three  of 
together,  that  you  attempt  to  summarize,  because  that  will 
ive  us  a  little  more  time  for  questioning.  We  would  like  to 
ri^t  along, 
it  this  point,  without  objection,  we  will  put  all  three  state- 

into  the  record  in  their  entirety. 

prepared  statements  of  Mr.  Dowd,  on  behalf  of  the  Boston 
Exchange,  Inc.;  Mr.  Perry,  on  behalf  of  the  SoGen-Swiss 
ational  Corp.;  and  Mr.  Tobin  (who  was  unavoidably  detained 
as  represented  at  the  hearing  by  Kenneth  I.  Rosenblum, 

vice  president  and  general  counsel  of  the  Midwest  Stock 
age.  Inc.),  on  behalf  of  the  Midwest  Stock  Exchange,  Inc., 
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*'iJ  BOSTOIM   STOCK.  EXCHANIC3E.IKC. 


STATEMENT  OF  lAMES  E.  DOWD,  PRESIDENT 

OF  THE  BOSTON  STOCK  EXCHANGE,  INC. 

BEFORE  THE  SUBCOMMITTEE  ON  FINANCIAL  irCTITUTICWS 

OF  THE  HOUSE  COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 


We  welcome  (his  opportunity  to  express  our  views  on  the  Impact  on  regional  *wct 
exchanges  from  the  provisions  of  Section  8  of  H.  R.  7325,  the  International  Banking  Act 
of  1977.    As  written,  it  would  prohibit  a  foreign  bank,  or  t  person  directly  or  indlrecll|t 
•saoclated  with  such  a  bank,  which  maintains  a  commercial  banking  presence  in  the 
United  States,  from  engaging  in  securities  activities  in  the  United  States  unless  that  en- 
tity was  engaged  in  those  activities  on  or  before  December  3,  1974.    "GrandfatheretT 
firms  could  retain  Intact  their  investment  banking  arms  In  thia  country  only  until  19SS. 
Thereafter,  they  would  be  required  to  restrict  their  Investment  banking  activities  to 
such  a  degree  as  to  render  them,  for  all  practical  purposes,  incapacitated  competltoti 
In  this  country's  securities  industry. 

We  would  like  to  demonstrate  to  the  Subcommittee  the  scTere  impact  these  n- 
strtctlons  would  tiave,  particularly  to  regional  stock  exchanges,  and  how  contrary  they 
will  be  (o  the  fostering  of  competition  among  market  centers,  which  was  one  of  the  prin- 
cipal thrusts  of  the  Amendmenta  to  the  Securities  Acts  enacted  by  Congress  In  1975. 


,,Google 


To  appreciate  de  Impact  of  H.  ft.  7325  on  regional  exchanges,  It  maj  be  helpful 
a  Itie  Stdxammlnee  to  uoderatand  (he  types  of  foreign  members  we  now  have.    As  Is 
■el)  known,  the  rules  of  the  New  York  and  American  Stock  Exchanges  have  not  pennll- 
ted,  UDtll  very  recently,  foreign-control  led  firms  to  become  members  of  diese  exchanges, 
whereas  the  four  major  regional  exchanges  have  allowed  such  memberships.    These 
foreign -controlled  members,  all  of  which  are  registered  as  broker -dealers  with  the  Se- 
curities and  Exchange  Commission  and  most  of  which  are  domestically  chartered  cor- 
poiatlons.  pay  state  and  federal  taxes  and  are  subject  lo  all  of  the  requirements  as  • 
United  States  registered  broker -dealer. 

In  general,  our  22  foreign  firms  fall  Into  three  categories:   those  which  are 
United  States  affiliates  of  foreign  broker -dealers,  from  [apan  or  the  United  Kingdom, 
foiexample:  those  which  are  affiliates  of  a  foreign  bank  which  is  not  engaged  In  com- 
mercial banking  in  the  United  States;  and  those  which  are  affiliates  of  one  or  more  for- 
elfn  banks,  some  of  which  are  engaged  in  commercial  banking  in  this  country.    It  is  this 
tbitd  category  of  foreign  members  on  which  the  Impact  of  the  pendii^  legislation  Is  moat 
MKre,  and  because  of  their  relative  importance  to  the  regional  exchanges,  these  ex- 
danges  will  suffer  as  well.    Other  speakers  today  will  describe  in  more  detail  the  wide 
nnge  ot  services  these  firms  provide  to  both  domestic  and  foreign  Investors,  txit  I  would 
lilt  to  confine  my  conments  to  two  of  their  activities—  those  as  dealer  specialists  on 
ngloiBl  exchanges  and  as  dealers  for  their  o)ivn  accounts  and  risk  In  international  arbl-  ■ 
WgE.  both  of  which  •ctl»ltles  would  be  prohibited  by  H.  R.  7325. 
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since  ABD  Securltlea  CoipoiaHon  mat  the  Arst  foieign -control led  flnn  to  becooic 
B  member  of  the  BoBton  Stock  Exchange  In  December,  1968,  and  subsequently  acquLred 
memberships  on  ihe  Mtdweat  and  Pacific  Exchanges,  I  wlH  uae  tt  as  an  example.    ABD 
IB,  and  since  1969,  has  been  on  Che  Floor  of  Ihe  Boston  Stock  Bxchange  as  a  dealer  spe- 
cialist In  31  Issues.    It  Is  also  a  dealer  specialist  on  the  Midweal  Stock  Bxchange  In  32 
Issues,   Miny  of  these  Issues  are  Instantly  lecognlxable,  such  as  Boeing  Corpoiatlon, 
Bonk  of  America.  International  Telephone  b  Telegraph  and  Sperry  Rand.    It  is  the  spe- 
cialist in  four  New  England  based  Big  Board  issues,  as  veil  as  In  one  issue  chat  is  solely 
Hated  on  the  Boston  Stock  Bxchange.    II  Is  one  of  19  specialist  units  on  the  Boston  Flooi 
and  holds  six  seats  for  Its  personnel.    Its  volume  as  a  dealer  specialist  In  1975  and  spin 
In  1976  amounled  lo  over  1  1/4  million  shares,  and  In  1977  through  June  30,  to  nearty 
3/4  of  a  million  shares.    Its  average  equity  tor  dealer  activity  on  ttte  Boston  Floor  Is  a 
half  million  dollars,  which  amoiaits  to  11.8%  of  the  total  equity  of  all  floor  dealers  com- 
biwd.    The  flim.  as  of  June  30.  1977,  had  net  capital  of  seven  million  dollars,  of  whldi 
2  to  2  1/Z  million  is  earmarked  for  specialist  activity  on  the  Boston  and  Midwest  El- 
Having  established  itself  on  the  Exchange  Floor  as  a  dealer  specialist,  ABD  is 
diiji  permitted  to  act  as  a  broker  for  other  members  who  do  not  have  their  own  person- 
nel on  the  Floor.    This  Is  a  substantial  segment  of  its  business.    It  msinlalns  a  highly 
professional  block  trading  staff,  and  In  connection  therewith.  Is  someflmes  forced  to 
lake  Into  position,  and  at  risk,  substantial  blocks  of  securities  pending  location  of  boy- 
era  or  sellers.    Its  International  arbitrage  activity,  by  its  nature  a  dealer  or  principal 
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ctton,  hka  alao  been  aubBtutkal  and  througfa  It,  helps  to  make  mare  liquid  marked 
a>e  more  popuUr  iDtematlonally  known  Isaues. 

Cbvlously,  nith  an  average  dally  senlement  of  over  eight  million  dollars  In  lea 
n  and  its  parents'  accounts  In  Boston  banks,  to  My  noOiing  of  in  Chicago  and  West 
aot  settlements,  this  Is  not  an  Insignificant  opetation. 

The  Exchange  and  Its  subeidlsrles  offer  a  number  of  services  to  brokers  and 
!lr  cuBtoniers,  both  domestic  and  foreign.    Among  these  are  full  backofflce  accolBit- 
[  ttmogb  our  Service  Corporation  and  full  custodianship  of  United  Slates  Issties  owrned 
costomera  of  the  parent  banks  of  ABD  and  other  foieign  members,  a  service  which 
bandied  by  our  Hubstdlaiy,  (he  newly-chartered  New  England  Securities  Depository 
twt  Company.    This  limited-purpose  trust  company  acts  as  the  New  Eigland  link  to 
:  nadoml  deposltoiy  system.    Last  last  Fall,  wc  received  a  substantial  deposit  of  Is- 
»  by  the  Auslandskassenverein  of  Frankfurt,  Germany,  which  is  the  principal  clear- 
[and  depository  agency  for  German  banks  for  shares  held  outside  Geimany.    There 
DO  question  in  my  mind  ttiat  we  would  not  have  aitracled  this  account  to  Boston  were 
not  for  the  track  record  of  the  custodian  service  designed  for  the  E>resdner  Bank,  ove 
ABD's  parents,  and  Its  powerful  assistance.    The  presence  of  tbiB  and  similar  cus  to - 
■nship  accounts  in  Boston  also  brings  subatsntia]  deposits  of  lands  [or  hanks  In  Boston, 
ereby  benefiting  the  city's  and  the  region's  bsnk I ng  position. 

To  say  that  ABD's  presence  on  the  Floor  of  the  Boston  Stock  Exchange  is  Inqior- 
■Kaould  be  a  gross  understatement.    Indeed,  ABD  snd  two  other  foreign -coatrol led 
Dtmberflnns,  Sogen  Swiss  and  UBS/DB,  who  would  siso  be  Impacted  by  (he  Bill  as 
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written,  paid  In  1975  and  1976  to  the  BxchaDge  In  net  comnilMlon  Income  aaMaaMtM 
¥95, 350  or  21%  of  the  total,  and  for  1977-8  Hril  nve  monOia,  (12,642  or  It/Jtt.    Ttej 
paid  to  our  Clearing  Coiporstion,  for  clearing  and  procecsing  services,  $82I,S27m 
24%  of  total  revenues  in  1975  and  1976,  and  $159,239  or  17%  tor  the  first  five  noMbi 
of  the  current  year.    Custodial  fees  paid  by  these  members  amounted  to  f7B2,350  or 
98. 9%  in  1975  and  1976,  and  $182, 67S  or  99%  In  the  first  five  months  of  this  jear.   TImi 
HrmB  are  currenQy  paying  about  36%  of  the  total  revenuea  far  all  functions  of  our  Qcsr- 
Ing  Corporation.    ABD  also  uses  the  backoftlce  accounting  aervtces  of  our  Service  Cor- 
poration and  presently  accounts  for  7%  of  the  revenuea  for  ttila  entity.    In  total,  of  all 
of  the  entitles  combined  In  all  functions,  the  Impacted  firms'  payments  accounted  br 
21.8%  In  1975,  23.9%  In  1976,  and  22.5%  in  the  flrsl  five  months  of  1977. 

Less  easily  Identified  are  the  chargea  paid  by  other  members  who  bmught  bufl' 
ness  to  the  Boston  Floor  because  of  ABD's  presence,  either  as  the  other  side  of  a  Uod 
trade  or  to  use  Its  service  as  floor  broiier.  The  Coregolng  flgurea  demanatrue  the  hi^ 
percentage  of  the  Exchange  entities'  income  resulllng  frmn  the  presence  of  tkeee  psMi- 
tially  Impacted  finns.  which  income  has  permitted  the  Exchange  and  its  Bi<»tdlartes  ■ 
continue  to  provide  an  active,  viable  and  competitive  marketplace  for  tha  203  "—'-y 
members,  about  one-half  of  whom  are  not  members  of  any  other  exchanges. 

WhBi  would  be  the  perceived  consequences  to  the  Boston  Exchange  weie  K.  K.  TSI 
to  be  passed  bjr  the  House  and  the  Senate  snd  enacted  lata  law7 

First.  The  loss  of  speciallEt  capital  for  the  marketmaking  activity  In  31  iwi** 
traded  on  the  Exchange,  and  if  replacement  capital  were  not  located  attd  camnlBed. 
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toaton  only  members  muld  be  forced  to  give  over  their  ciutomera'  orders  In  dieBe  It- 
sues  (o  Horoe  New  York  Stock  Exchange  member  (Irm  and  hope  Co  negotiate  a  comml*- 
■tco  laie  HuSJcient  to  eoabte  them  Bo  earn  acme  measure  of  pront  on  iuch  >  trade. 

Second.     II  would  result  In  the  Injmedlale  loss  trf  a-  highly  ptofeaalonal  staff  of 
Mock  traders  and  aiblmgeun,  whose  actlTlty  most  derinilely  contribuiea  to  the  liquidity 
ud  depth  of  our  markets. 

TTilrd.  Should  such  firms  be  prohibited  from  all  dealer  activity,  Ihey  might 
veil  fiDd  it  unattractive  to  remain  as  Exchange  members  or  brokers  in  the  United  State* 
II  III,  The  [axes  they  pay  to  the  various  stales  and  to  the  Federal  government  might 
■ell  persuade  them  that  their  parents'  agency  bualness  could  be  executed  by  ■  New  York 
Slock  Exchange  member  firm  on  the  New  York  Exchange  at  negotiated  latea  of  commla- 
timi  tbac  would  make  neither  a  United  Stales  brokerage  subeldary  or  an  exchange  mem- 
bership of  any  United  Slates  exchange  any  longer  attractive. 

Fourth.  If  sncb  firms  withdraw  completely  from  the  exchange  community,  the 
Rienues  of  the  exchanges  would  be  seveiely  and  adversely  affected,  and  the  ability  to 
provide  the  only  exchange  marketplace  for  the  86  issues  solely  tiaded  on  Bobidd  would 
be  questionable.  Incidental ly,  these  Issuers  ate,  for  the  most  part,  located  in  New 
Eif^nd  and  upstate  New  York,  and  as  newer  and  emerging  companies,  they  arc  not  ^t 
eligible  for  listing  and  trading  on  the  New  York  or  American  Exchanges. 

Fifth.        Without  these  revenues,  the  wide  variety  of  trading,  accounting,  clear- 
><>t  ud  depository  services  that  are  available  to  regional  members,  might  not  be  pni- 
*<*i.  and  regional  members  might  Dot  find  It  lufticlantly  al 
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under  negMUted  ntea  with  little,  if  any,  competition  being  given  to  the  larger  natMia! 
wlrehouaes. 

In  thetr  consideration  of  the  Securities  Acts  Amendments  ot  1975,  the  HouM  Can 
merce  Commillee  and  the  Senate  Banking  Committee  concluded  that  afflllacea  ot  foreign 
banka  ought  not  be  prohibited  from  membership  on  the  nation's  securities  sxchangea  or 
fiom  reUied  securities  acllvltles.  In  its  desire-  ro  maximize  cnmpetition  in  the  secoil- 
ties  Industry,  Congress  adopted  a  policy  of  open  membership,  and  under  that  policy,  « 
firm  may  be  denied  membership  only  if  minimum  capital  or  competency  lequlremesn 
are  not  met,  or  If  the  applicant  has  a  statutory  disqualification.  Farencage  of  a  (orelgD 
bank  la  not  a  alatutoiy  disqualification. 

If  Che  resolution  of  this  issue  by  Congress  In  1975  ml^t  appear  to  allow  a  biT- 
elgn  bank  or  Its  subsidiary  to  do  something  which  some  domestic  banks  or  their  affiU- 
atea  may  not  do,  I  suggest  that  the  anomaly  can  be  explained  by  reference  to  how  for- 
eign govemmenta  treat  entitles  which  provide  commercial  stkI  Investmeat  banking  ser- 
vices. Unlike  the  Unlffid  States,  banking  policies  In  most  of  our  major  Ettmpean  tiadtag 
partners  permit  one  entity  or  lis  subsidiaries  to  engage  in  both  banking  functions.  Is 
those  countries,  banks  traditionally  have  been  ihe  enilcies  which  provided  commerclsl 
and  Investment  bsnkbig  services.  Thus,  when  a  European  entity  expands  Its  securitlci 
operations  to  this  country,  it  is  generally  a  bank  ¥fhlch  does  so. 

Another  apparent  anomaly  Is  thai  we  allow  domestic  banka,  through  their  Edge 
Act  affiliates,  to  engage  In  securities  activities  abroad.  In  Eerms  of  Intemational  lela* 
tlona.  we  have  permitted  foreign  banks  to  engage  In  securities  activities,  altbnugh  iki- 
meatlc  banks  are  limited  In  this  regard.    Our  trading  partners  have  permitted  United 
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Sates  banks  to  engage  Id  securities  sctlrltles,  slttiougta  llioce  «ctlrltle*  mlglM  not  be  le- 
gal In  tbla  country.  Requiring  foreign  banks  to  divide  their  banking  function  In  this  CMia- 
try  is  not  likely  to  change  their  respective  governments'  Lntemal  banking  policies.  How- 
ever, such  ■  requlremenl  may  prompt  a  change  in  how  foreign  goveminenta  treat  United 
States  multinational  banks  and  securities  firms.  It  would  Indeed  be  inconsistent  If  we 
were  to  prohibit  foreign  banks  from  doing  In  this  country  what  we  permit  United  States 
banks  to  do  abroad. 

It  would  be  equally  Inconsistent  for  Congress,  on  the  one  hand,  to  prohibit  • 
United  States  secarltles  exchange  from  discriminating  against  a  securities  firm  of  for- 
eign bank  parentage,  and  on  the  other  hand,  to  forliid  a  aecuTltles  fimt  of  foreign  bank 
parentage  with  a  commercial  banking  presence  In  this  country  from  being  •  opedatlat 
member  of  a  United  States  stock  exchange  pursuant  to  the  International  Banking  Act  of 
19TT  as  it  IB  drafted.    Enactment  of  Section  8  as  written  would  do  just  that. 

The  primary  purpose  of  the  I9TS  Securities  Acts  Amendments  was  to  maxlmlw 
competition  in  our  securities  marketplaces  by  removing  unnecessary  regulatory  te- 
■trlctions  and  other  bnpedlments  to  competition.  Equally  important  la  the  statutory 
objective  of  <leve)op)ng  the  National  Market  System  through  the  Interplay  of  competitive 
forces  whereby  brokers  and  dealers,  exchange  markets,  and  markets  otherwise  than 
on  exchanges  would  compete  blrly  and  be  linked  together  through  communication  aad 
data  procesaing  (acllllles. 

One  of  ihe  most  Impoitant  ways  in  which  the  National  Market  System  will  maln- 
«a  In  strong,  effective  and  efficient  markets  Is  by  opening  up  the  hnction  of  marketmaMng 
'o  competition.    Dealers  who  stand  ready  and  willing  to  buy  or  sell  In  certain  stocks 
*=omjieIe  by  narrowing  the  spread  between  bid  and  Bsked  quotations.    Increasing  the 
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number  of  dealers  making  markets  la  given  stocks  also  will  Improve  ths  dspdi  and  li- 
quidity of  the  securities  mBrtetplaces.  Nsrrowlng  spreads  and  building  greater  dcptb 
and  liquidity  are  essential  for  boieterlng  sagging  puUic,  particularly  small  Investor, 
confidence. 

What  competition  there  Is  today  in  making  markets  In  New  York  Stock  Exclwiiy 
listed  stocks  comes  from  specialists  on  regional  stock  exchanges  and  from  Ue  Tblid 
Market.    It  the  number  of  markeimakera  and  the  amount  of  capital  committed  to  the 
marketmaklng  function  are  reduced,  how  can  Che  leglonal  exchanges  compete  birly  wicb 
the  New  York  Stock  Exchange?    Likewise,  regional  exchanges  would  be  at  ■  dlMdvanCage 
in  competing  with  third  marketmakera.    Both  of  these  ejqiected  results  would  be  contialT 
Co  the  letter  and  spirit  of  the  law  which  directs  the  SEC,  In  facilitating  the  rapid  devel- 
opment of  the  National  Market  System,  to  assure  blr  competition  among  broker*  and 
dealers,  among  exchange  markets,  and  between  exchange  markets  and  markets  ottKr- 

Another  element  essential  to  good  marketmaking  Is  order  flow.    In  bet,  maitel- 
maklng  cannot  be  sustained  without  sufficient  order  flow.    Thus,  reducing  tbe  nimiber 
of  member  firms  on  an  exchange,  even  thou^  the  member  fin 
would  be  detrimental  to  that  exchange's  efforts  to  compete  will 
exchanges  and  third  markecmakers.    Foreign  members  on  the  Boston  Stock  Exchange 
account  for  about  13%  of  total  membership;  on  the  Midwest  Slock  Exchange,  foreign  me 
bers  are  3%  of  the  total;  on  the  Philadelphia,  6/X,;  and  on  the  Pacific,  they  aie  5%.    II  ca 
be  reasonably  expected  that  many  of  these  members  will  be  affected  by  Section  8. 
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Although  Ihe  percentage*  are  Miitll,  ttey«re  slgnUlcanL    Since  [be  total  number  of  com- 
petitors 19  small,  eliminating  even  a  few  ot  then)  could  be  expected  to  reduce  order  flow 

Bigriflcantly  and  to  decrease  competition  drastically. 

Another  way  to  evaluate  (tie  ettect  on  competition  Is  to  Identity  the  beneflclsrlet 
of  the  Section  B  prohibitions.    Since  the  primary  mariiet  ia  the  New  York  Stock  Exchange, 
which  accounts  for  approitbnately  BSX  of  this  nation's  equity  trades  in  terms  of  Tolime, 
any  reduction  in  the  regional  enchanget'  order  flow,  number  of  marketmskers,  and 
amount  of  capital  committed  to  maiketmsking  would  redound  in  two  significant  ways  to 
the  benefit  of  New  York  Stock  Exchange  member  firms. 

First,  It  would  tend  to  make  the  leglonals.  In  terms  of  retail  trading  activity, 
Diaiketmaklng  and  quality  of  markets,  leas  competitive  relative  to  the  New  York  Stock 
Eichange.    Second,  it  would  have  the  effect  of  forcing  foreign  securities  firms  and  other 
Ibreign  interests  to  channel  their  transactions  In  United  States  securities  marketplaces 
"■rough  many  of  these  same  New  York  Stock  Exchange  firms  which  do  a  profitable  for- 
eign securities  business.    Since  these  firms  are  New  York  Stock  Exchange  members, 
't  is  almost  certain  that  the  increased  order  flow  received  by  them  would  be  transacted 
"D  the  Big  Board,  placing  both  regional  exchanges  and  very  possibly  third  marketmikers 
■t  an  even  greater  competitive  disadvantage. 

We  suggest  to  the  Subcommittee  that,  in  addition  to  the  grandfathering  until  De- 
cember, i9B5,  ofall  current  activities  of  foreign  hank  affiliates,  it  give  serious  con- 
"l*c»tlon  to  amending  H.R.  7325  to  provide  for  the  specific  exemption  of  the  dealer 
specialist  and  bona  fide  arbitrage  functions  that  are  clearly  delineated  and  permitted 
<n  Sectton  11(a)  of  the  Securities  and  Exchange  Act  as  amended  In  1975. 

1  afqjreciate  moat  sincerely  this  opportunity  to  present  our  views. 
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BTATSMKNT  OF  BAXT  KMOt 
PRISIDEHT  or  SOGXH-ENISS   IHTEmkTIOIUL  COSPOBUIOM 

THE  SUBCOHHITTBB  ON  PINMICUL   IHSTITUTIOHS  SDPUCnSIOM, 
REGOUTION  AND   IHSDRJJiCB 

or 

THE  COtMITTEB  ON  BJUniHG,  BOUSING, 

PIHAMCK  AND  [IRBAM  ATTAIIIS 

UHITED  STATES  HOUSE  Or  REPRESEHTATIVXS 

ON  H.R.    7315 
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My  na>a  la  Hart  Parry.      I  aa  Praaidant  of  SoGan-Svlaa 
International  Corporation,    tha  oldaat  toraign-ownsd  Invaataant 
banking  fira   in  the  United   Btataa.      t  aa  accoaqianiad  by  our 
Waahington  counael,   Albert  J.    Bevarldqa,    III,   of   tha   firs  of 
Bevecidge,   Pairbanka  t  Diaaond.      I  qzaatly  appreciate  the 
opportunity  to  appear  before  thia  Subcoenlttaa  today  to  axpreaa 
ay  views  on  H.R.    7325.     The  Bill  aa  preaently  drafted  would 
prohibit  certain   foreign-owned  aecurltlea  afflllataa  fron  dla- 
trlbutlng  or  aelllng  aecuritiea  In  tha  U.S.   after  a  grace  period 
of   less  than  nine  year*.      It  would  permit  them  to  underwrite 
aecurltlea  but  IlBlts  chelc  diatrlbutlon  to  foreign  countries. 
In  its  present  form  we  believe  the  Bill  would  effectively  put 
ua   out  of   buaineflfl  and  nay  be  based  on  a    lack  of   underatanding 
of   how   finds   auch  as  ours  operate  as  well   as  the   realities   of 
the    international   financial  aarkets. 


,,Google 


I.   Hiatory 

SoGen-SwlBS  la  the  largest  exclusively  foreign-owned  Inveat- 
ment  banking  firm  in  the  U.S.  with  capital  ot   approximately  SIS  Million 
and  about  110  employees.  He  have  officea  in  Hew  toxic,   Los  Angeles, 
San  rrancisco,  Paris  and  Brussels.   In  197G,  Me  were  ranked  52na 
out  of  30D  investment  banking  flms  in  the  U.S.  on  the  basis  of 
total  capital,  far  behind  such  giants  as  Merrill  Lynch  ($G32  sullion) 
and  Salomon  Brothers  ($175  million) ,  but  neverthelesa  a  significant 
firm  in  terma  of  the  total  industry. 

sooen-swiss  is  the  result  of  the  Merger  on  July  1,  19T3, 
of  tuo  existing  foreign-owned  U.S.  securities  firms  -  Sviss 
American  Corporation,  founded  in  1939  as  a  wholly  owned  subsidiary 
of  Credit  Suiaae  in  Zurich,  and  SoGen  International  Corporation, 

in  Paris.  Our  hiatory  in  the  United  States,  therefore,  goea  back 

At  the  time  of  the  merger,  the  Swiss  and  French  owners 
were  joined  by  the  Amsterdam- Rotterdam  Bank  N.V,  (Amro),  the  Soclete 
Generale  de  Banque  (Bruasels) ,  50FIHA  (a  large  Belgian  invesuient 
conpany) ,  and  Sociste  Generale  Alsacienne  de  Banque  (Strasbourg) . 
Our  owners,  therefore,  come  from  four  different  countries  and 
include  some  of  the  larger  international  banks  which  operate 
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1.  Our  Fl»»'»  Opratlona 

SoGan-hriss  offara  to  coeporata  and  Individual  ellanta  a 
coaplata  ranga  of  ioTaetaent  banking  aarvlcaa.     Our  aarvlcai 
Inoludai      atock  brokaraga  for  d.S.  wtd  Miuofwu  laatitnttoaai 
pcLawry  dlatrlbation,  prlaelpallr  In  tha  O.B.,  eC  both  flcad 
ineoaa  and  aqnltjr  aacultlaai   aaoondary  warkat  aotlvltlaa  iB 
corporate  and  annlclpal  bonda?  aai  tal    ■■*  liiij  In  Booay  aaxkat 
InatruMnta]   invaataant  adviaory  aarvleaar   Inatltntlooal  raaaarcft) 
aargaxa  and  acqnlaltlana  for  D.S.   and  Snropoan  cllantat  ■anajwMnt 
of  both  private  placaawnta  and  pttblle  aoooritlos  taanaa  tor  D.S. 
and  Buropaan  ellanta.     Wa  axoonta  Boat  of  oar  bcokataga  baalnaaa 
on  raglonal  stock  axcbangas,   l.a.,  tba  Boaton,   PBM,  Midwait  and 
'Mltlc  Coaat  axchangaa.     On  tba  lattar  axcbanga  «•  act  al  a 
iVMiallat  ■arkat-nakar. 

Ma  are  fully  ragalatad  on  ttiraa  levela.     Na  ara  ragvlatod 
firat  at  the  federal  level  by  the  SBC  aa  a  brokar-doalor  andar 
tha  provialona  of  the  Becuxltlaa  Kschange  Act  of  1934r   ••ooad.   at 

the  Btate   level  by  the  State  Securitiaa  rn^tiil and  third, 

by  vuioua  self -regulatory  bodloa  aueh  a>  the  HMD  and  tha  roglenal 
•Kock  •xchange*. 

2.  Our  Shareboldera ■  Banklny  Aetivitlaa 

All  of  our  owners  have  interests  in  co^rcial  banking 
opentiona   in   tha  United  State*.      The   i  iibmuilIuI   banking 
Activities  of  Credit  Suiaae  in  the  United  Statea  are  carried 
out  through  a  branch  in  Nov  York  and  agancla*  in  Los  Angeles 
■M  Atlanta.     ABiro,   Soclata  Geiwrala  and  Societ*  Oenarale  da 
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Baitqua  hav*  no  bcanch*s  or  Bgenclea  in  thia  countxy  but  do 
own  stock  in  Buropean-ABerlcan  Bank  and  Trust  Co.,  which  baa 
thras  additional  European  bank  ownara  as  well.  All  of  these 
coBMrcial  banking  activltlsa  ars  CQ^iletely  sepArata  and 
apart  froa  our  operatlona.  Thaae  coaaercial  banking  activities 
are  cloaely  aiqwrvlaed  and  are  regulated  by  federal  or  state 
bonking  authorities.  Credit  Suisse  officas  are  regulated  by 
state  banking  authorities,  and  Buropean-Aaarioan  Bank  and  Tcost 
Coapany  la  a  New  York  State  Bank  and  a  senber  of  the  Federal 
Reserve  System. 

3.   Other  Foreign-Owned  Securities  Affiliates 
With  ainor  variation,  the  above  description  of  ay  own 
fira  appllea  also  to  several  other  firaa  alallarly  aituatad, 
including  ABD  Securitlea,  BuroPartners  Securities  Corporation, 
UBS-DB  and  others.  At  least  two  of  those  firas,  ABD  and 
BuroPartners  are  submitting  written  coavents  tor  the  record. 
These  two  firma  have  asked  that  I  also  call  tha  attantlon 
of  the  EubcosDlttee  to  tha  aaporata  written  stateaents  thsy 
are  submitting  for  tha  record  of  these  hearings. 
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I  no  doubC  awars,  ttia  atructure  of  th 
diffar«nt  teem   that  of  the  United 
:ock  bolder  a,  as 
iple  tunctlona 


European  banking  ayatas  la 

Statea.  Aa  ia  cuatoaary  in  Europe,  our  bank 
'universal'  banking  Inatltutiona,  perCom  suit: 
In  their  own  markets.  They  provide  depoait  an 
of  the  type  offered  by  co^aercial  banka  in  the 
Th«y  Blao  offer  aecuritiaa  brokerage  and  diatr: 
normally  provided  in  thia  country  by  inveataient 
united  Statea  banka  operating  in  Europe  ali 
aidiarie*  in  aacurltiaa  brokerage  and  diati 
alebough  they  are  prohibited  fron  doing  so 
doaMBtlc  law. 

The  predeceaaor  firaa  of  SoGen-Swlas  vere  forned 
primarily  to  enaure  that  cuatopwra  of  our  ahi 
>a  aarvicea  fron  then  In  the  Ui 
ket  which  they  were  accuatooed 


I  lending  aarvicea 
United  States. 

banking  firmi. 
igage  through  sub- 

ihe  U.S.  under 


iholdsrs  could 
^ed  States 


Europe.  Thia  intareat  continuea  to  be  the  primary  reason  for 
our  existence.  To  serve  theae  clients  adequately  we  must  be  a 
'full  service*  firm.  These  are  the  sane  reaaons  U.S.  banks 
have  entered  foreign  banking  and  aecurlties  markets. 

SoGan-Swlas  engages  in  no  connerclil  banking  activities. 
He  do  not  take  depoaltai  we  make  no  loana.  He  are  excluaively 
involved  In  traditional  Inveatoent  banking  mattera.   Our  operatic 
are  diatinct  from  and  not  related  to  the  commercial  banking 
activitlea  of  our  ahareholdera.   Each  of  the  conmereial  banking 
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operationB  of  our  BhareholdBcs  In  tha  United  Statsa  haa  ita  own 
■anagement)  we  have  our  own;  Cher*  la  no  coaoon  Mnaqaaant.   Tha 
several  operations  are  also  separately  capltaliied  and  have  thalr 
own  profit  and  loai  reaponBibility. 

In  the  daily  conduct  of  our  bualnesa  we  Balntaln  ani'a 
length  relationships  with  the  branch  and  agencies  of  Credit 
Suisse  and  with  any  banlcing  facility  of  European-Aaerican.   Theaa 
relationships  are  no  different  than  the  ones  we  enjoy  with  auch 
U.S. -owned  banks  as  the  Morgan  Guaranty  Trust  Coapony  of  Haw  York, 
the  Harris  Trust  Company  (Chicago),  and  the  Bank  of  Imerlca, 
just  to  mention  a  few.   For  exanple,  since  tha  for>atioo  of 
SoGen-Swiss,  the  fira  haa  participated  as  an  undervrltec  In  More 
than  lOGO  public  issuesi  it  has  sold  none  of  such  issuea  to 
Europe a n-Amer lean  and  only  nine  to  the  New  laik   branch  of  Credit 
Suisse.   During  that  saiK  period,  we  estimate  we  have  coBpletad 
more  than  10,500  transactions  in  the  secondary  bond  Market  of 
which  none  were  with  Europe an -American  and  only  five  with  the 
Hew  York  branch  of  Credit  Suisse. 

Let  ma  eophasiie,  that  even  though  we  are  owned  by 
foreign  banks,  we  are  an  Aaerlcan  firm  with  an  Aaerlcan  Manageaent 
and  a  staff  which  is  901  American.   Although  Our  clientele  Is 
International  in  nature,  we  sell  to  and  trade  aacurities  principally 
with  U.S.  institutional  clients.   Just  as  Aaierlcan  institutions  axa 
offering  a  healthy  competition  in  the  European  markets,  ao  are  the 
European  affiliatas  increasing  the  competition  in  the  U.S.  markets. 
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11.      ContrHMttlep  to  Of  U.S.   9«ciiritl««  M«rkt 

Hhlla  tba  expanalon  of  our  flra  eeaultsd  priaurily  liom 
«r   Bhanholdeca'  wlah  to  b»tt«;  botvo  thair  ouatoaara,  our 
K-oMin?  activity,  togathar  wltb  that  of  ttaa  otbar  foralgn  •fflliataa, 
lU  baan  i^^rtant  to  tha  U.S.   aacucltlaa  iaduatry  aa  •  irtiola. 
En  1973  and  1974,   you  will  racall,   tha  aacurltlaa  Induatciea 
Eacad  a  lavare  criaia.     Hany  aacurltlaa  flraa,   both  larga  and 
•aall,    auffarad  alaultanaoualy  a  loaa  of  businasa  and  dla- 
iDvasUMnt  by  tbale  ownara.      KTBB  aanbar  flcaa'    total  capital 
ahiank  by  S438  Million,  dua  to  wlthdrawala,   loaaaa  and  fallnraa 
daring  tha  parlod  fxoB  Bld-lSS)  to  tha  and  of  1974.     Docing  that 
Mae  period,   tha  public  financing  raqulraoenta  of  Aaerlcan  Induatcy 
iicreaaad   501,  aggravating  tha  l^act  of  tha  capital  loaa  In  tha 
inveataant   bonking   induatry.      Iha'forelgti   flnu  i4iich  brou^t 
pcnunent  capital  to  our  induatcy  durinq   Uhat  paciod  waca  aaong  tha 
fan  aourceB  of   nnr  capital  to  offsat  tha  contraction  of  ita  capital 
^•e.     wa  aubKit  that  tha  capital  ao  pcovldad  contlnuaa  to  ba 
■>««ded  by  tha  •eooritiaa  loduatcy,  and  ita  Mithdrawal  would  naka 
^t  Bore  difficult  for  Aaarlcan  induatry  to  aaat  ita  financing 
'*<)uire>entB  in  tha  future. 

Nor  should  our  ahoreboldar'a  Invaatnant  In  ttaa  Aaarioan 
"•cnritlea  buainaas  be  seen  aa  paaaiva.      SoGon-Soiaa  oad  other 
'oraign-OMnad  firma  have  uaed  tbair  capital,   aida-by-aida  with  thoae    . 
^■eatic  iDvaatmant  banking  flr>a  to  help  aaooth  out  fluctnationa 
in  the  aarkata  -  for  exa^la,   by  participating,  at  •  pcadlotobl* 
loii  1  ahovild  add,   in  the  extrensly  difficult  competitive  bidding 
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markeC  in  19T4 ,  when  It  was  either  difficult  or  lapOMibla  for 
all  except  blue  chip  utility  conpaniam  to  cob*  to  that  Market. 

Although  we  believe  our  contribution!  have  b*«n 
InpoEtant,  it  should  be  recognized  that  the  industry  haa  been 
and  will  continue  to  be  doninaeed  by  the  larger  U.S. -owned  firM 
such  as  Morgan  Stanley,  Pint  Boston,  Merrill  Lynch,  and  Saloaon 
Brothers,  to  mention  a  few. 

In  addition,  our  shareholders'  InvastMent  providaa  «n 
additional  channel  for  direct  investoent  In  the  U.S.  Many 
customerB  of  our  ahaceholdece  prefer  to  deal  with  tbsir  own 
bankers  in  direct  investaent  as  well  as  portfolio  inveataant 
transactions,  ]ust  as  nany  U.S.  corporations  prefer  to  deal  with 
U.S.  banks  and  inveatawnt  banking  fir>S  abroad.   Thajr  view 
SoGen-Swiss  and  other  foreign-owned  firms  as  their  bankars' 
U.S.  representatives.  Without  the  coBfort  derived  fron  this 
relationship,  I  believe  that  sons  foreign  investors  alght  be 
reluctant  to  nake  direct  Investoent  in  the  U.S.  This  focaign 
investment  continues  to  grow  and  has  beeoaa  a  significant  taotaz 
in  expanding  the  capital  base  of  Anerican  industry  which  haa 
contributed  to  increasing  employment  within  the  O.t. 

Finally,  we  are  contributing  to  the  developing  of 
decentralized  securities  surkets  in  the  United  Statea.   In  our 
capacity  as  a  speclallet  on  the  Pacific  Coast  Stock  Bxchanga  during 
the  IB  months  ending  June  1977,  SoGen-Swlss  handled  approxlmtaly 
16.5  million  eharee  or  3. St  of  the  total  voluae  on  the  Exchange 
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that  pttrlod.  Th*  tlm  alao  axaoiitad  bi  b»lc*r  An 
tlonal  9.2  Million  mharas  oe  1.81  ot  tlw  total  foe  tba 
■sga.  Otbar  sacnritlaa  atfiliataa  ara  avan  aora  livortant 
DEB  in  tli^  ragional  axchangaa.  Foe  axaa^ile,  ABD  playa 
jor  EOla  In  the  Boaton  Stock  Bxchanga,  and  ABD'a  chiat 
Btiva  officer  is  currently  the  Chaixaan  of  the  Bxcbang*. 
Oditlon  it  acta  aa  a  apacialiat  on  the  MlditaBt  and  Pacific 
mgat.      Duxin^  1.!I7G  ABD  handlad  1.9  alllion  aharaa  and  during 
Cixat  aix  sontha  of  thia  yaar  1.2  million  aharaa  on  the 
on  Kxchanga.  Daring  thoaa  aaaa  perioda  It  handlad  10.1 
Ion  and  S.2  Billion  aharaa  raapaetivaly  on  the  Midwaat 
inga.  On  the  latter  exchange  it  ia  anong  the  top  three 
Lallat  ficaa  in  tana  of  total  voluaa  handlad. 

A  atrong  indication  of  the  overall  aignificanca  ot 

Iflliatea  to  the  regional  exobangaa 
Lstlca  aired  by  Congrea^n  Hoaa  in 
1  H.R.  I3B76,  the  pxedaceaaoE  ot 
lo  Congreaaaan  Hoaa,  foreign 
I  total  ■anbacahip  on  the  Boaton 


3  statii 
year's  floor  debate 

7325.      m  1976,   accord 
•ES  accounted  foE 


ik  Exchange  I 


Lidelphia  Stock  Exchange; 
unge.  Disappaaranca  of 
eiie  iapact  on  the  stand. 


the  Kldveat  Stock  Bxchsngei  6t  on  the 


and  51  on  the  Pacific  Coast  Stock 
these  nainliiii  ■  vould  have  obvious 
ng  and  liquidity  of  thsaa  aatkets. 
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IV.   Impact  of  H.R.  7325  oo  SoGan-Swiw 

Section  B  of  H.H.  7325  would  exclude  tro>  ttioaa  nonbankiiiq 
activities  of  foreign  banka  qualifying  for  penuuiant  grandfather 
treatment  'the  bualnesa  of  undarvritlng,  dlatribnting ,  or 
ocherwise  buying  or  selling  itockB,  bonds  and  other  ••curitiea 
In  the  United  Statea.*  Thla  special  category  of  aecuritlas 
activities  would  be  required  to  be  terminated  or  dive* ted  by 
foreign  banka  by  Mceaber  31,  19SS,  to  the  extent  that  anoh 
activitiea  exceed  the  bounds  of  permiaaible  activities  (or 
national  banks  (principally,  undacwritlng  of  GovernBant  Becuritiea 
and  general  aunlclpal  obligational ,  with  one  limited  exception 
diacuBsed  below. 

It  should  be  clearly  recognlied  that  B.R.  7335  would 
Bubstantially  alter  the  legal  environment  in  which  8oG«n-8wl«* 
and  other  securities  affiliates  of  foreign  banka  operate  and 
would  inevitably  diminish  con-petitian  in  the  U.S.  aecuritlaa 
markets.   It  is  the  essence  of  investment  banking  to  buy  and 
aell  securities  for  one's  own  account,  both  in  th*  ooura*  of 
underwriting  securities  to  be  distributed  in  tha  priMiry  market 
and  in  the  course  of  distributing  or  making  a  market  in 
securities  in  the  secondary  market.  Thus  H.R.  7325  In  ita 
preaent  form  would  prohibit  the  securities  affiliate*  of   foreign 
banks  from  performing  after  December  31,  1)85,  their  custoaary 
functions  as  broker -dealers,  underwriters  of  securltie*  and 
■peeialists  on  exchangee. 
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In  a  llBitad  axcaptlon,  tha  Bill  would  penUt  swnirltlM 
Liatas  of  foreign  banks  to  continue  to  participat*  In 
■tic  undenrritinga ,  ao  long  aa  their  diatribution  ia  affactad 

outaidc  Che  United  Statea.   Thia  ia  not  a  practical  option, 
anchiae  to  nndecwrita  U.S.  aacuritlea,  but  to  aell  only  outaide 
United  statea  ia  no  franchtae  at  all  because  the  pcinary  and 
ndary  marketa  are  inextricably  interrelated. 

Even  if  the  aelling  efforts  of  SoGen-Svisa  were 
cted  entirely  outside  the  United  States,  it  would  ba  con- 
ted,  upon  the  failure  of  an  offering  to  ba  fully  placed,  with 
need  for  acceaa  to  the  aecondary  Market  to  distribute  the 
Id  securitiea  in  the  custo«ary  Banner.   The  aecondary  narlcet 
aacuritlea  underwritten  in  the  United  States  will  alnoat 
ya  be  the  United  States.  Host  nanaging  underwritera  would 
eluctant  to  include  in  their  syndicatea  foreign-owned  fima 
:h  have  such  severe  reatrictiona  on  their  diatribution.   In 
event,  aince  U.S.  issues  are  structured  and  priced  for  the 
.  market  foe  which  the  underwriting  risk  is  calculated, 
«n-Swiss,  aa  an  underwriter,  would  incur  an  undue  riak  if  it 
e  required  to  distribute  securities  exclusively  outaide  the 
ted  States. 

These  difficulties  are  exacerbated  by  severe 
litations  on  the  market  for  U.S.  securities  abroad.   Due 
"Ithholding  tax  consider at ion a,  foreign  inveators  rarely 
ticipate  in  the  U.S.  corporate  bond  market  and  the  Interest 
'lew  equity  issues  is  at  best  sporadic.   The  volume  of 
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foreign  Invastnent  in  naw  iaausa  in  the  U.S.  haa  ba«n 
relatively  small,  and  therefore  the  authority  granted  by  the 
Bill  to  underwrite  in  the  U.S.  but  sail  only  abroad  ia  of  Jio 


I 

is  argued  that  the  nine-year 

grace  period  offend  in 

the  Bill  ^ 

>ould  allow  fima  auch  as  SoGen 

'EWiBB 

and  their  owners 

anple  time 

to  reatructure  both  thair  act 

ivitie 

and  relation- 

Ghipe  in  t 

he  U.S.  securities  -arkets.  The  pre 

umad  tiM 

advantage 

is  more  hollow  than  real.  He 

)cnow  o 

no  way  in  which 

our  Shareholder,  could  restructure  their 

activ 

ties  to  gain  direct 

acceaa  to 

the  securities  aiarketa  of  the 

ha  elimiDBtion 

of  our  es 

entinl  securities  distribution 

activ 

ties  in  the  U.S. 

would  so 
continued 

ndermine  our  profitability  as 
viability  as  a  competitor. 

to  cas 

doubt  on  our 

The  affect  of  the  legislation  on  ue  would  be  iaawdiate. 
It  is  impossible  to  build  or  maintain  a  dynamic  organiiatlon  if 
the  principal  activities  of  that  organization  are  to  be  taken 
away  from  it  at  a  spacific  data.  The  Bill  would  create  aavere 
morale  problems  among  existing  employees  and  could  make  the 
recruiting  of  additional  or  replacement  staff  virtually  impoaalble. 
Furthermore,  customers  would  not  be  interested  in  the  aervlcea  of 
a  firm  which  they  could  not  looX   to  for  asBiHtance  in  the  future. 
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•ccoost  othar  iaportuit  and  relevant  public  policy  conBiderationa 
in  addition  to  purely  doBcatie  banking  policy  objactlvea. 

In  197S,  Conqreaa  enacted  tha  Bacuritiea  Act  Aaandaenta, 
praaiaed  on  the  need  tot  Increaaad  coaQwtition  and  econoaic 
efficiency  in  the  countcy'a  tecurltlea  narketa.   haong  other  thing*, 
that  legislation  opened  aarketa  to  all  qualified  applicants, 
Including  toreign-oimed  tlraa,  irtilch  had  been  excludad  tiiM 
■eaberBhip  on  the  Umi   York  and  Aaarican  Stock  Exchanges.   It  did 
away  with  fixed  fee  schedulea  unrelated  to  costs.  The  adverae 
ii^aet  of  H.R.  732S  On  coapetition  in  the  securities  Mcketa  nuat 
be  weighed  agalnat  the  objective*  of  this  nott  recent  leglalatlon. 
The  seriouaneaa  of  ignoring  national  policy  with  respect  to  the 
securities  narketa  is  dotBlled  in  a  letter  dated  July  16,  1ST6, 
froB  Congressnan  No**  to  Chairman  Reusa  of  ths  House  Banking 
riii»l  1 1  nil,  a  copy  of  which  la  attached  to  this  itaeeaent  ao  that 
it  will  be  included  In  the  record. 

The  anticOBpetltive  effects  of  H.B.  T325  cannot  be 
Justified  by  reference  to  the  purpose  for  which  the  Claii-Steagall 
prohibition  was  initially  iBposadi   The  protection  of  depositors 
and  the  ellnlnatlon  of  confllcte  of  Interest  arising  through 
affiliations  between  coswarcial  banking  and  investnent  banking. 
No  abuaea  involving  a  aecurities  affilate  of  a  foreign  bank  have 
been  cited.  The  potential  for  abuae  has  been  substantially  reduced 
by  iaproveownt  in  banking  supervision  and  more  comprehenatve 
U.S.  securities  laws  tdiich  have  been  adninistered  with  increasing 
sophistication  in  recent  years. 
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In  addition,  fadaral  banking  policy  is  abla  to  allow 

daviation*  froa  Glasa-Staagall  Mban  it  Is  daaaad  conaiatant 
with  tha  national  Intareet  to  do  so.  Thus,  daapita  all  tha 
arguBents  vhleti  were  advanced  foe  enactiD?  Class- Staaga  11  In 
the  first  placa,  tha  Act  haa  not  bean  carried  ovar  to  tba 
focaiqn  activities  of  U.S.  banka  through  affiliates  abroad. 
They  are  even  pemitted  to  iiadarvrite  sacuritiaa  of  II>8. 
corporations  whose  deposits  they  hold.  He  understand  this 
to  raflect  a  policy  deeisian  favoring  the  accrjwodation  Of 
these  securities  actlvitiea  to  facllitat*  eoapetitloii  by  U.S. 
banks  with  foreign  banks  in  both  banking  and  ••curltlaa  aaxkata 
abroad.   I  believe  this  to  have  been  a  healthy  davalo|nant. 
Similar  conaiderations  should  lead  to  an  scco— odatlon  of  the 
banking  and  sacuritiea  actlvitiea  of  foreign  banks  and  aacuritias 
affiliatea  in  this  country  to  proaote  ca«patltlon.  Horaovar, 
there  is  an  additional  reaaon,  encouraging  capital  fonaatlon. 
which  favors  auch  a  policy. 

In  the  absence  of  a  traditional  Class-Stwagall  ratioDsla, 
It  haa  also  been  argued  that,  since  foreign  banks  anjoy  a  power 
not  shared  by  donastic  banks,  they  muat  necesserlly  anjoy  an 
unfair  compatltive  advantage.   It  saesa  to  ua  that  thla  auppoeed 
conpetltlve  advantage  is  being  distorted  out  of  all  proportioo 
to  the  underlying  realities  of  the  market  place.  To  our  knowledge, 
no  industry  group  nor  any  study  has  suggested  that  the  affiliation 
of  a  limited  number  of  foreign  banks  With  securltias  affiliatas 
has  produced  any  coiq>etitive  inbalanca  in  the  bankiag  induatry.  Id 
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Nr.  John  P.  I*f,  vK-   n.(.'.f<B(1  in   behalf  of  thn  Neu  Vorli 
Lag   HouBCf  said  that  in  his  opinion  quite  the  opposite 
Tue  in  that  the  presence  of  such  foreign  banks  in  the 
bclpsd  U.S.  banks  gain  access  to  markets  abroad. 

Existing  legislation  already  limits  the  competitive 
Ion  of  foreign  banks  vis-a-vis  domestic  ones.  A  foreign 
uy  not,  on  its  own,  aaintsin  an  investment  banking  affiliate 
Iso  engage  coiiq;ietitlvely  in  the  retail  banking  business  in 
country.   If  a  foreign  bank  merely  has  a  branch  or  an  agency 
t   U.S.,  it  is  permitted  Co  maintain  an  investment  banking 

(ore  it  cannot  coiqiete  at  the  retail  bank  level  with  the 
lant  benefits  of  a  broad  customer  base.   On  the  othec  hand, 
!  foreign  bank  were  to  establish  a  banking  subsidiary,  it 
be  required  to  obtain  FDIC  insurance,  which  would  permit 

tment  banking  affiliate  since  the  Bank  Holding  Company  Act  would 
be  applicable.  These  legislative  restrictions  are  sufficient 
eclude  any  coDfietltlve  disadvantage  to  U.S.  comnercial  banks. 
Let  De  also  stress  that  this  problem  cannot  be  considered 
ide  its  international  frasework.  In  Europe,  comnercial  banka 
itten  the  dominant  force  in  the  securit 


,,Google 


customers  axpact  a  broader  ranga  of  •ervices.   Thua,  vtwn  ttMr 

part  of  the  securities  industry  outside  ttia  U.S.  and  Msre 
logical  nev  entrants  into  the  U.S.  sacuritiea  oarketB.   Proa 
this  same  pacspecCive.  if  this  Bill  is  enacted  in  its  praaant 
toTBi   it  will  pcoduca  a  curioua  conpetltive  stcuctura.   In  thair 
hoBa  countries  European  banks  will  face  c(xq>atltlon  fro*  other 
europ«an  banks,  from  a  larga  nunber  of  U.S.  oonwcclal  baoka  and 
from  about  2S  major  United  States  sacuritiea  fim*.  Thoae  aaae 
European  banks,  who  will  be  forced  by  this  legialation  to  choose 
between  existing  comnarcial  banking  operatioha  and  axiatlng 
securities  affiliates,  will  be  prevented  from  coapeting  fully 
in  this  country  against  the  sanie  firms  who  arc  ccMpetlng  against 
then  at  home.   He  know  that  there  is  no  dlscriiainatory  intent 
in  this  legislation,  but  it  is  understandable  that  aoae  Bight 
draw  a  different  conclusion  about  the  effects  of  the  Bill. 
VI.   Mternativea 

As  we  view  it,  Congress  has  at  least  two  altacnatlva*  to 
H.R.  73251   (1)  no  legislation  at  all  with  respact  to  aecuritia* 
firns  owned  by  foreign  banke  in  this  countryt  and  (2)  a  flaxibla 
permanent  grandfathering  arrangement  of  the  activities  of 
existing  affiliates  subject  to  a  review  of  their  activitiaa  by 
an  administrative  body  or  bodies  under  appropriate  legislative 
standards  to  prevent  possible  future  abuses. 

He  favor  the  first  alternative  of  no  legislation.   Hone 
is  necessary  because  no  abuses  have  bean  shown  .  No  slgnif i- 
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onpetltlon  between  domeBtle  and  foreign  banks  in  thit 
ry  by  virtue  of  the  present  ability  of  foreign  banks  tc 
9  affiliates  under  certain  llni 


However,  if  Congrvss  faali 
utionary  action,  the  second 

grandfathering,  offers  less 

ed  by  the  HouiB  Bill.  It  wi 
at  the  sane  time  preserving 
firms  like  SoGen-Sviss  am 
sacurities  finu  sake  to  i 
IS  there  are  no  abuses.  Tl 
rted  by  the  Federal  Reservi 
tnent,  and  virtually  every 
■aue  before  thia  Committee. 
llty  of  Ktimtiag  finu  as  i 
T325  does  not.  and  it  wouli 
which  might  arise  from  fai 
Full  grandfathering  is  j 


nust  take  sose 
Itornative,  permanent  and 

ic  measures  than  those 
1  protect  the  public  Interest, 
the  recognized  contribution 
iimil«rly  situated  foreign-bank- 
U.S.  securities  markets  so 
Is  the  basic  approach 
ard,  the  Treasury,  the  State 
er  witness  who  has  discussed 
his  would  assure  the  continued 
1  competitive  forces,  as 
old  the  international  complica- 
g  divestiture  of  these  fims. 
a  matter  of  aintply  equity. 


ngress  wants  to  change  the  rules,  it  nay  do  so,  but  it  should 
enalize  those  who  have  established  businesses  in 
ry  in  good  faith  and  in  conformity  with  all  appllcabJ 
:  the  well  established  rules  and  principles  of  the  di 
ing  system.  Credit  Suisse  chose  to  submit  its  activii 
lation  by  the  State  of  New  York.   The  banking  activil 
other  shareholfjers  are  federally  regulated  and  their 
Ln  us  complies  with  the  Glass-S tea gall  Act  and  was  speci 
^y  approved  by  the  Superintendent  of  Banks  of  New  York. 
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In  the  Bank  Bolding  C(»(>any  Act  KautdMntB  of  1970. 
Congrsss  consclouBly  choas  to  exclude  foreign  banka  with 
branches  troB  the  coverage  of  the  Act.  But  i'  Oongreaa 
considers  grandfathering  at  this  tlae.  It  (urely  will 
perceive  that  the  equities  of  our  ahareholdera  are  certainly 
as  strong  as  those  of  the  doaestlc  one-bonk  holding  c«aipaiil*s 
grandfathered  in  1 

I  am  struck  by  the  analogy  of  loning  !««■. 
a  new  lonlng  code,  it  does  not  te 
I  but  peralts  prior  1 


conmiunity  iaposes 
existing  buildingt 


jntinv 


This  well  r*eognli*d  policy  1 


principles  of  equl 
econonically  was< 

changes  are  propoi 

Cred: 
comoiercia 


afflliat 

coRBwrcial  bonk  I 
other  shaieholdei 
Hiajor   foreign  Bei 


baaad  both  on 


ty  and  on  the  recognition  that  it  ia 
to  sake  all  atnicturea  aaet  tha  new 
considerations  are  applicable  taarei  where 
.n  laws  which  fostered  aubatantial  iBvaat' 
of  nanpower  by  the  shareholders  of 
her  securities  affiliates. 

no  lata  entry  Into  the  aecnritiaa  or 
banking  business  In  the  United  State*,  tt  has  baas 
with  our  coapany  aince  1939,  and  it  opened  Ita 

anch  In  Hew  York  City  in  April  1940.  Oar 
and  the  principal  shareholders  of  other 
-Ities  affiliatea  hava  bean  active  in  this 


business  for  4  < 
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Today,  Cradit  Sitis**  has  b*«ii  opacatlng  In  th« 
i^iclal  ana  inv«at*ant  baokin?  <l«lda  In  tha  United  Stataa 
1  food  fattti  and  In  oonforalty  with  applloabla  law  tor  a 
irtod  of  Mora  than  35  yaara,     Datac  tlM  clxo)*atancaa ,   it 
Vura  unduly  harah  to  dany  Lt  ^randfathar  traataant. 

Although  we  baliava  that  axlatlng  aacurltiaa  affiliataa 
ibonld  at  the  vary  laaat  ba  paraanantly  grandfatharad,  we  urge 
iiii  Ccaaittae  to  give  aarloua  conaidaratlon  to  paraitting 
iddttional   foraign  banka  to  engage  in  U.S.    aacurltiaa  aiTtivitiaa 
■ndar  appropclata  leglalatiTa  aaCaguards.     This  la  «  oo^lax 
[sutioo  tdiich  I  will  not  dlacuaa  further  at  this  tl**.     SoMavar, 
[  cill  the  attention  of  the  Coomittee  to  the  auggeatlona  contained 
U  the  statenent  of   the   Inatltute  of  Foreign  Bankara   to  extend 
to  wcuritlea  affiliatea  the  exaaptlon  tdilch  the  radaral  Raaarve 
Baud  has  recosBended  be  granted  to  other  noa-banking  affiliataa. 
Ik  telisTB  thia  to  ba  a  aaetnl  auggeation  which  ahould  be  furthar 
uplorid. 

I  wlah  to  thank  you  itnca  again  tor  the  opportunity  to 
piMaat  our  vlawa. 
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ffUHiHCTOM.  D.C   nns 
July  Ifi.   1976 


Honorable  Henry  5.   Reuss 

Chairman 

Canuoittee  on  Banking,  CuTrancy. 

and  Housing 
U.  S.  Hous*  of  Represent a tivas 
Washington,  D.  C.   ZOSIS 

Dear  Mr.  Chairman: 

The  prohibitions  on  domestic  securities  activities  o£ 
foreign  banks,  or  firms  associated  directly  or  Indirectly 
with  foreign  banks,  which  have  a  commercial  presence  In  this 
country  give  ne  great  pause.   I  hopW  you  vill  find  the  con- 
cerns raised  in  this  latter  worthy  of  your  usual  thoughtfiil 
consideration. 

As  I  read  section  S  of  H.R.   11876,  the  International 
Banking  Act  of  1976,  and  the  accompanying  coBKitte*  report 
(Report  No.  94-1193],  it  would  prohibit  ■  foreign  bank  or  a 
person  directly  or  indirectly  associated  with  such  «  bank 
which  naintsins  a  commercial  banking  presence  in  the  United 
States  from  engaging  in  securities  activities  in  the  United 
States,  directly  or  indirectly,  unless  that  entity  was 
engaged  in  those  activities  on  or  before  Decambar  3,  1974. 
"Grandfathered"  firms  could  retain  unchanged  their  inirest- 
ment  banking  arms  in  the  United  States  only  until  1935. 
Thereafter,  they  would  be  required  to  restrict  their  United 
States  investment  banking  activities  to  such  a  degree  as  CO 
render  then,  for  all  practical  purposes,  incapacitated  com- 
petitors in  the  United  States  securities  industry.   If  a 
foreign  bank  were  to  surrender  its  comnarciaX  banking  pres- 
ence in  the  United  States,  then,  and  only  than,  could  it 
remain  in  the  United  States  securities  business.   I  under- 
stand, however,  that  surrendering  connercial  activities 
would  be  Impracticable  for  an  international  banking  organi- 
lation. 

Given  my  responsibilities  as  Chairman  of  Che  InCoritat* 
and  Foreign  Coruerce  Committee's  SubcoamitCae  on  OvarsighC 
and  Investigations  and  given  my  role  as  former  Chairavi  of 
Che  Consumer  Protection  and  Finance  Subcommittee  which 
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'  coDsiderad  securities  Issuas  addrosisd  in  ths  coia* 
Securities  Acts  Amendmaats  of  1975  (P-  L.  94-29), 
.fathar  and  praspactiva  prohibition  provision*  raise 
:oncams.   First,  thay  appear  to  represent  a  policy 
:onsiit«nt  with  the  1975  Securities  Acts  Amendments. 
■y  could  initiate  a  rapid  detarioration  of  United 
;OKic  ralations  with  goremments  which  currently  per- 
Staces  carnsercial  and  investnant  banking  firas  to 
their  respsctiva  countries. 

intl)-,  iha  issue  whicli  tha  House  Banking  Conmittee 
,t  faced  was:  tha  extent  to  vhich  a  foreign  bank  or 
:i«s  affiliate  operating  in  the  United  States  should 

to  the  same  limitations  on  its  securities  acttvittas 
-icable  to  national  banks'.   Nhan  this  sane  Issue  waj 

House  Comerce  and  the  Senate  B^Ttkinj  comnittees 
■ideration  of  the  securities  legi3l.|:i.on  which  ulti- 
une  tha  197S  Securities  Acts  Amendnencs ,  the  Sen 

Exchange  and  tha  Securities  ndustry  :i5Sociation 
:  a  foreign  bank  or  its  subsidiary  ought  to  ba  pro- 
im  exchange  membership  and  related  securities 
.  because  to  do  so  would  violatfT  national  policy, 
I  the  Glass-Steagall  Act  of  1933,  excluding  national 

engaging  In  invastnent  banking  activities. 

;  the  Congress'  desire  to  naximize  campatitiao  in 
:ies  industry.   With  respect  to  exchange  membership, 
>s  adopted  a  policy  of  open  nembership.   A  firm  Bay 
lambarship  only  if  nininum  capital  or  competency 
:a   are  not  met  or  if  the  person  is  otherwise  itatu- 
luallfied.   Foreign  bank  parentage  is  not  a  statutory 
:ation.   (Section  6(bHZ)  and  Section  6(cH3)  of  the 
Exchange  Act  of  1934,  IS  U.S.C.  TSfCbH^J  and 


Ituation  resulting  from  the  Congress'  resolution  of 
In  the  1975  Securities  Acts  Amendments  may  appear 
face  to  allow  a  foreign  bank  or  its  subsidiary  to 
)g  which  at  least  some  doaestic  banks  or  affiliates 
f   not  do.   This  apparent  anoaaly  is  explained,  how- 
caaining  how  foreign  governments  treat  entities 
Lda  conmorcial  and  investment  banking  services. 
United  States,  banking  policies  of  most  of  our 
?ean  trading  partners  perDit  one  entity  or  its 


,,Google 


sub)idi«ri«3  to  engag*  In  botli  bonking  functions,  ta  those 
countrias,  banks  trodlt tonally  haira  bean  tha  ontitiaa  vhich 
providod  coMaarclal  and  InVHtaont  banking  sarvicas.  fhiu, 
when  a  Europaan  entity  axpands  its  jacuritias  operations  to 
this  country,  it  Is  generally  a  bank  which  does  so. 

Anac>ier  apparent  dTtOmaly  is  that  wo  allow  dOMOStic  banks 
through  their  Edga  Act  affiliates  to  engage  in  the  sacnritios 
business  abroad.   la  tonns  o£   international  relations  we 
h«Ta  ptmiitted  foreign  banlcs  to  engage  in  securities  activi- 
ties, although  domestic  banks  are  iiaitad  in  that  regard;  our 
trading  partneri  have  permitted  United  States  banks  to  engaga 
In  securities  activities,  although  it  nay  not  ba  legal  in 
this  country.  Requiring  foreign  banl:s  to  sclit  their  banking 
functions  in  this  country  is  unlikely  to  chanjs  theli  respec- 
tlva  governraonts'  internal  banking  policies.   Such  a  require- 
nant ,  however,  iii*y  change  how  foreign  governments  treat  United 
States  multinational  banks  and  securities  firms.   After  all, 
it  would  be  indeed  inconsistent  if  wa  ware  to  prohibit  foreign 
banks  from  doing  in  this  country  what  wa  pamit  United  States 
banks  to  do  abroad. 

It  would  be  squally  inconsistent  for  the  Congress,  on 
one  hand  to  prohibit  a  United  States  stock  exchange  fros 
discriminating  against  a  securities  fir*  of  foreign  bank 
parentage  pursuant  to  the  19TS  Securities  Acts  Aaandaancs  and, 
on  the  other,  to  forbid  a  securities  fira  of  foreign  bank 

Earentage  with  s  commercial  prasence  In  this  country  fron 
eing  a  aeaber  of  a  United  States  stock  exchange  pursuant  to 
the  Intamational  lankint  Act  of  19TG  as  it  is  drafted.   Enact- 
ment of  section  S  certainly  would  give  the  Congress  tha  Image 
of  not  Inowing  what  w«  era  doing. 

It  would  be  most  unfortunate  for  this  to  occur,  because 
we  did  know  what  we  were  doing  when  we  considered  Che  problem 
of  foreign  exchange  members  oifned  or  associated  with  foreign 
banks.   Fearing  that  I  might  be  impinging,  at  least  partially, 
upon  the  jurisdiction  of  the  Banking  Comraittea,  I  maintained 
tha  closest  of  liaison  with  the  former  distinguished  chairman 
of  tha  Banking  CoMMlttea,  the  late  Honorable  Wright  Patnan  of 
Texas,  throughout  our  consideration  of  the  foreign  exchange 
MOMbar  provisions  of  tha  securities  legislation  which  becwac 
tha  Securities  Acts  Aaandments  of  1975.   HsTing  done  sa,  ha 
voiced  no  dissent  when  tha  natter  cane  before  the  full  House 
in  1>T4. 
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Th«  prlakrr  purpoi*  of  tbm  197S  Socuriclas  Acts  Anand- 
■■DCS   Is  to  n»xlmiia  coBpatttion  in  our  *«cuTi.tias  Msrkat- 
placBs  by  r««ovtng  unnccassarr  rafulatory-  reitrlctioni  and 
other    iapadiManCs   to   caapatltion.      Equally   inpartant    Is   tha 
statutory  objactiva  of  davalopini   the  national   narket   syiten 
through   tha   Intarplay  a£  coapatitlva   forcas  Mheraby  brokars 
and  daalari,   axchuiia  Markets,   and  varkats  otharwlsa  than  on 
axchangas  would  coapata  fairly  and  b*  linkad  tosatHar  through 
cowninlcstlan  sad  data  procaaalng  facllitlaf .      In  suBaarr, 

The  rapid  attalnaant  of  a  national  aarkat  systaa  as 
envisagad  by  this  bill  is  iaportant,  tharafora,  not 
siaply  to  provida  graatar  invastar  confidancs  but 
also  to  assura  that  the  country  aaintains  a  strong, 
effective  and  efficient  capital  raising  and  capital 
allocating  systea  in  the  years  ahead.  .(Conference 
Report,  Securities  Actk  Aaendaents  of  1975.  No.  94-229, 
Kay  19,    197S,  p.    91.} 

One  of  the  aost  iaportant  ways   In  which  the  national  market 
systea  will  nalntain  strong,   affective,   and  efficient  aerkets   is 
by  opening  up   the   function  of  narketaaklng    to   competition. 
Dealers  who  stand  ready  and  willing  to  buy  or  sell   in  certain 
stacks    coapete  by  narrowing  the  spread  between  bid  and   asked 
quotations.      Incraaslng   the  nuaber  of  dealers  making  markets    in 
a   given  stock  also  will    iaprova   the  depth  and  liquidity   □£  the 
securities   aarketplaces.      Narrowing   spreads    and  building  greater 
depth  and  liquidity  are  csaential    lor  bolstering   sagging  public, 
particularly  saall   investor,    confidence. 

What   competition   there    Is    today   In  making  markets    in   New 
York   Stock  Exchange   listed  stocks    cones    front   third  market 
■akcrs   and  specialists  on  regional   stock  exchanges.     To  provide 
an   idea  of   the  anti- competitive    iapact  of   the   section  8  prohi- 
bitions,   consider  the    fact   that   one   foreign  securities    firm 
associated  with   a  foreign  bank  havlnga  commercial   presence   is 
a  aenber  of   three   regional   exchanges   and  makes  markets    In   about 
S5   stocks,  aost  of  which  are  major  stacks.      If  the  number  of 
narkat  makers   and  the   saount  of  capital    committed   to   the  aarket 
making   function   are    reduced,   bow  can  the  regional    exchanges 
compete   fairly  with   the   NTSE7      Likewise,    regional    exchanges 
would  be   at   a  disadvantage    in  competing  with  third  narket 
makers.      Both  of  these   expected   results  would  be    contrary  to 
the   latter  and  spirit  of  the  law  which  directs  the  SEC  in  facil- 
itating the  rapid  development  of  tha  national  market  system,   to 
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assur*  "fair  coapatition  UMng  brokars  and  dealars,  aaong 
•xchang*  narkats,  and  botwaan  axchanga  KaTkacs  and  narkats  otfaar 
than  axchanga  aarkets."   (Sactlon  lUCa)(l)  (c)  (llj  ,  Sacuritlas 
Cxchanga  Act  o£  1934.) 

Anochar  alaunt  estantial  to  good  aarkst  aaking  Is  ordar 
flow.   In  fact,  narkat  making  cannot  ba  tustainad  vithout 
sufficient  order  flow.  Thus.  leduclng  tha  numbar  of  Manbar 
firms  on  an  exchanga,  even  though  tha  nomber  firm  is  not  a 
narkot  makar,  would  ba  detTiniental  to  that  exchanae  s  tfforts 
to  compote  with  markat  makers  -On  other  enchanjes  and  third 
market  makers-   Foreign  members  on  tha  Boston  Stock  Exchange 
account  for  about  IJ  percent  of  total  njembarship;  on  the  Mid- 
vest  5tock  Exchange,  foraign  members  are  S  cercent  of  tha  total; 
on  the  Philadelphia,  6   percent,  and  on  the  Pacific  they  are  S 
percent.   It  can  ba  reasonablj'  expected  that  "any,  if  not  nost, 
of  these  nenbers  will  be  affeccod  by  section  S.   Although  tha 
percentages  are  small,  they  are  sisnlficant.   Sijice  the  total 
aa>bar  of  conpetitors  is  saall,  eliminating  even  a  few  of  thea 
could  ba  axp.ected  to  reduce  order  flow  significantly  and  to 
decrease  conpatition  drastically. 

Another  way  to  evaluate  the  effect  on  coMpetitioo  is  to 
Identify  the  beneficiaries  of  the  section  a  prohibitions.   Since 
the  primary  market  is  tha  NYSE,  which  accounts  for  approximately 
a   percent  of  this  Natlon'a  equity  trades  in  tarns  of  voluae, 
any  reduction  in  tha  regional  exchanges'  order  flov,  nusdier  of 
market  makers,  and  amount  of  Capital  coEnnitted  to  narkat  making  . 
would  redound  in  two  significant  ways  to  the  benefit  of  VtSE 
■ambers  firms,  «ost  of  which,  not  surprisingly,  support  sec- 
tion 8. 

First,  It  would  tend  to  make  tha  regionals  in  terms  of 
retail  tradifig  activity,  market  iiaking„and  quality  of  markets 
leas  competitive  relative  to  the  NYSE   Second,  it  would  have 
the  effect  of  forcing  foreign  securities  firms  and  other  foreign 
interests  to  channel  their  transactions  in  United  States  securi- 
ties marketplaces  through  many  of  these  sane  NYSE  firms  which  do 
B  profitable  foreign  securities  husiness.  Since  these  firms  -ire 
tn&i  aefflbers,  it  is  almost  certain  that  tha  increased  order  flow 
received  by  them  would  be  transacted  on  the  Big  Board,  placing 
both  regional  exchanges  and  vsry  possibly  third  market  makers  at 
an  even  greater  coDpatltiva  disadvantage. 
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lEltlas  finas  ritk  thair  am  capital  »£t*T  Ualc«d  Scat«t  Msr- 
■  closa  by  offarins  bloclu  of  Unitad  Scatai  itocki  to  institu- 
aal  invaatora  abroad  at  a  prlca  In  ralation  to  tha  NYSE  closa 
chat  stock.   If  tha  fin  luccaad),  not  onlr  can  it  ba  a  vary 
Eitabla  buslnsis,  but  also  Unitad  SEaCas  varlcati  banaflt  in 
ws  of  hetghtaning  Interast  in  our  sacuritlas  narketplacas, 
•roving  our  varkati'  dapth  and  liquidity,  and  ultinataly  naking 
'  varkats  batter  for  all  public  Invastors.  By  prohibiting 
■•Ini  sacuritlas  firms  assoclatad  vith  foraign  banks  frOB 
[aging  in  this  arbitrage  business,  Unitad  States  securities 
•M*   gain  a  larger  share,  if  not  all,  of  this  foreign  business. 

■hen  foreign  securities  firms  and  their  parent  banks  see 
tir -United  States 'directed  securities  business  dry  up,  not 
:au9a  of  coBpetitioa  by  superior  Aaerlcan  sacuritlas  fims, 
:  because  of  protectionist  laos,  va  invite  retaliation  and 
ik  lessening  foraign  participation  in  our  securities  narket- 
Lccs  to  tha  datrinant  of  our  public  investors''ln  the  short 
I  and  our  aconoaiy  in  tha  long  run. 

It  la  for  Che  reasons  set  forth  above   that  I  strongly 
lose  section  8  of  the  International  Banking  Act  of  1976. 
the  vary  least,  t  suggest  that  this  natter  has  not  been 
iquately  heard  in  regard  to  its  i.-apact  on  competition  in 
'  securities  Marketplaces,  the  development  of  the  national 
■ket  systen  as  envisioned  by  the  1973  Securities  Acts  Anend- 
its,  and  Its  inconsistency  with  respect  to  that  statute's 
idate  for  open  neabarship  on  United  States  stock  exchanges, 
irafore,  I  urge  you  to  seek  referral  of  this  natter  to  the 
lerstate  and  Foreign  Connerce  Conaittej- 
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STATEMENT  OF  MICHAEL  E.   TOBIN 

PRESIDENT,   MIDWEST  STOCK  EXCHANGE,  INCORPORATED 

ON  H.R,   7325 

INTERNA  TIOrJAL  BANKING  ACT  OF  1977 

BEFORE 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS  SUPERVISION, 

REGULATION  AND  INSURANCE 

COMMITTEE  ON  BANKING.   FINANCE  AND  URBAN  AFFAIRS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


My  name  ia  Michael  E.   Tobin.    I  am  President  of  the  Midwem 
Stock  Exchange,  Incorporated,    1  am  accompanied  today  by  Mr.  Kenneth 
I,  Rosenblum,  Senior  Vice  President  and  General  Counsel  ol  the  Exchange. 
We  are  pleased  to  have  this  opportunity  to  comment  on  H,  R.  73Z5. 

This  bill  is  addressed  to  a  large  number  of  important  and  difGcuIt 
questions.     Most  of  the  provdsions  concern  bf.nking  activities  that  do  not 
affect  Midwest  or  its  members,  and  I  will  not  comment  on  them.    Section 
8  of  the  bill,   however,   would  regulate  or  prohibit  the  securities  activities 
of  firms  affiliated  with  foreign  banks.     A  number  of  these  firms  are  member: 
of  Midwest  and,   therefore,   this  section  of  the  bUI  does  concern  us.    My 
Bta;tement  will  be  brief  and  limited  to  the  reasons  we  believe  Section  B  of 
the  pending  legislation  is  unnecessary  and  inappropriate. 

By  way  of  background,    the  Midwest  Stock  Exchange  is  the  second 
largest  stock  exchange  in  the  United  States  measured  by  dollar  value. 
During  1976,   the  trading  volume  on  Midwest  was  approximately  282.7 
million  shares  with  a  total  dollar  volume  of  $9.  3  billion  dollars.     Through 
June  30  of  this  year,  the  volume  on  Midwest  has  been  142.9  million  shares 
with  a  dollar  volume  of  S4.  6  billion. 
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Midwest  has  310  Tnember  firiru  doing  bu*inaa*  with  the  public. 
■t  these,   150  are  not  members  of  the  New  York  Stock  Exchange.    AppToxiEoately 
O  of  our  members  are  affiliated  with  foreign  banks  or  securities  firms, 
rea  of  our  members  are  affiliated  with  foreign  banks  that  maintain  branche* 
>r  agencies  in  the  United  States  and  thus  would  be  affected  by  this  legislatiOD. 
,1  will  refer  to  these  nrms  as  foreign  members.  > 

With  respect  to  market  making  or  specialist  activities  on  Midwrest, 
we  presently  have  2S  specialist  units  making  active  markets  in  approximately 
40D  securities.     Three  of  Che  foreign  members  act  as  specialists  on  our 
floor  or  supply  capital  for  specialists.     These  firms  are  responsible  for 
nurket  making  in  41  securities  or  approximately  10%  of  all  securities 
liaded  on  the  Exchange. 

In  terms  of  order  flow,  during  19T6,  736,694  transactiaos  were 
effected  on  Midwest.  Of  this  number,  a  foreign  m<'mber  was  on  one  side 
or  another  of  approximately  6%. 

My  purpose  in  recounting  this  informaUon  is  to  make  clear  tiiat  our 
foreign  members  are  substantial  and  important  members  of  Our  Exchang*. 
'Hicy  are  a  significant  source  of  order  flow  to  our  market  and  represent 
"a  important  and  growing  source  of  market  making  capital  and  expertise. 
Obviously,   Midwest  is  not  dependent  on  foreign  members  for  the  viability 
*>f  it)  market.     But,  the  loss  of  order  flow  and  market  making  commitinents 
^rom  the  affected  firms  would,  unquestionably,   adversely  affect  the  liquidity 
of  that  market  to  soma  degree.     Such  a  loss  of  liquidity  might  lead  in  turn 
to  the  redirection  of  other  orders  to  other  markets  and  thus  a  further 
'"cakeninc  of  our  Exchange.    As  we  work  toward  a  national  market  system. 
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it  is  important- ->.•  was  lo  forcefully  argued  by  both  Houses  of  Congress 
ID  ttieir  Reports  on  the  bill  that  becanne  .t&e  Securities  Acta  AmendmenCa 
of  1975  (the  "Act")-  -to  atrengthen,   not  weaken,   the  regional  atock  exchanges 
■■  competitive  trading  centers.     Midwest  is  concerned  that  Section  8  of 
H.R.  7325  would  work  against  that  objective. 

Given  the  fair  field  for  coirq>etition  mandated  by  the  Act,  we 
expect  that  the  regional  exchanges  will  play  a  much  more  important  role  in 
the  developing  national  market  syBtem.     We  e>Tq)haticaUy  believe  that 
passage  of  the  Bill  in  its  present  form  would  severely  reduce  our  ability 
to  con^ete  effectively. 

Apart  from  the  adverse  consequences  that  Section  8  would  have 
on  the  Midwest  market,  we  believe  there  are  two  further  cooaide rations 
that  aigue  againat  the  enactment  of  thia  legialation. 

First,  there  does  not  appear  to  be  any  der.ionst rated  regulatory 
need  for  a  prohibition  on  foreign  securities  activitieB  in  the  United  States. 
The  foreign  members  on  our  Exchange  have  been  good  "regulatory"  citiiens. 
Their  capital  i*  strong  and  their  trading  activity  contributes  to  the  maintenance 
of  fair  and  orderly  markets.  ■  Indeed,   during  the  nine  years  that  we  have  had 
foreign  members,   not  one  diaciptinary  proceeding  haa  been  instituted  against 
such  a  firm.  ' 

Our  view  as  to  the  absence  of  demonstrated  abuses  or  regulatory 
need*  as  to  the  securitiea  activities  of  these  foreign  firms  appears  also  to 
be  true  as  to  their  banking  activities.    For  example,  last  year  in  the  Senate 
hearings  on  a  similar  bill  in  response  to  a  series  of  questlona  from  Senator 
Mclntyre,  Arthur  Burns,   Chairman  of  the  Federal  Reserve  Board,   stated) 
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"There  is  nothing  to  indicate  that  foreign  banks 

using  the  opporcunitic.i  available  to  thetn  under  the 

banking  practicoa.     On  the  contrary  it  has  been  the 
experience  of  the  Board  that  foreign  b<.nks  operating 
in  the  United  States  have  scrupulously  complied  with 
existing  U.S.   laws  and  regulations  and  have  been 
generally  cooperative  in  their  dealings  with  the  Board. ' 


We  are  pleased  that  the  Federal  Reserve   Board  Vice  Chairmao 
hen  Gardner.in  his  testimony  before  this  Subcommittee  last  week, 
■oEcd  amending  Section  8  of  H.  R.   7325  to  allow  foreign  owned  banks, 

h  buy  and  sell  stocks  and  bonds  for  their  customers  through  U.S. 
irities  affiliations,   to  continue  in  business  after  1985. 

In  the  absence  of  a  demonstrated  need  for  action  at  this  time-- 
er  because  o£  the  banking  activitios  or  the  securities  activities  of  foreign 
ks--we  find  it  difficult  to  understand  the  need  for  hasty  legislative  action. 

questions  concerning  the  appropriate  role  and  regulation  of  foreign 
bated  broker-dealers  in  the  United  States  markets  are  complex.     What 
leeded,   therefore,   is  not  hasty,    broad-brush  action  from  the  Congress, 
a  thorough  study  of  the  activities  of  foreign  firms.     This  involves  a  careful 
incing  of  the  benefits  these  firms  proi-ide  for  our  domestic  markets 
iost  the  potential  dangers-'COmpetitive  and  regulatory.     The  study  should, 
iitdition  cover  the  long-rnnge  iznpli cations  of  a  hill  such  as  this  for  the 

rseas  activities  of  United  Elates  securities  firms.     We  believe  the  Congress 
'the  industry  should  be  doing  everything  possible  to  enhance  the  opportunities 

domestic  firms  to  compete  abroad.     H.  R.    7325  may  run  counter  to  this 


,,Google 


In  a  broader  sense,  all  of  us  should  be  working  to  streagthen  the 
international  capital  inarkctB--rathcr  than  building  obstacles  to  thoir 
operation.     The  growing  interdependence  of  the  world's  economies  has 
led  to  an  increasing  need  for  integrated  financial  markets.     The  presence 
of  foreign  firms  in  tlie  United  States  and  of  domestic  firms  abroad  is  a 
clear  sign  that  multinational  securities  firms  are  necessary  for  the  capital 
markets  of  the  future.     The  Midwest  Stock  Exchange  Is  opposed  to  any 
legislation  that  would  have  a  restrictive  effect  on  such  international  development 

The  second  reason  for  postponing  action  on  this  legislation  is  the 
studies  of  tanks'  securities  activities  that  have  recently  been  concluded 
and  are  now  in  progress.    I  think  we  all  agree  that  the  securittes  activities 
of  foreign  baiiks  present  only  a  small  part- -a  very  small  part  indeed--of 
the  overall  question  of  regulatory  and  competitive  fairness  in  the  United 
States  securities  markets.    We  have  encouraged  and  supported  the  studies 
of  bank  securities  activities  by  the  Senate  and  the  Securities  and 
Exchange  Commisaion,     It  is  our  understanding  that  the  Securities  and 
Exchange  Commission  has  recently  forwarded  Its  final  reports  to 
the  Congress  and  that  the  Senate  study  will  be  completed  this  year.     There 
have  been  and  undoubtedly  will  be.   numerous  recommendations  exposed  for 
public  comment  and  debate.     When  that  occurs,   I  am  sure  we  will  all  be 
back  here  discussing  much  the  same  issues  as  are  under  consideration  today. 
The  difference,  however,  is  that  we  will  then  have  much  greater  knowledge 
about  the  entire  phenomenon  of  bank  security  activity  and  It  will  be  possible 
to  place  the  issue  of  foreign  bank  participation  in  out  securities  markets  In 
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its  proper  context.     We  agreo  with  th*  former  Con^troUar  of  the  Currency 
tha.t  "the  wise  course  would  aeein  to  be  to  permit  theie  current  reviewa 
of  1930's  policies  [the  Clast-Steagal  studies]  (o  be  completed  before  concluding 
action  on  this  proposed  legtilation.  " 

In  closing,   I  want  to  emphasize  that  the  Midwest  Stock  Exchange 
is  cominitted  to  the  principles  of  open  competition  embodied  In  the  Securities 
Acts  Amendments  of  1975.     In  Our  view,   our  foreign  members  have 
contributed  to  the  competitiveness  of  our  marketplace  and  the  vita.lit]r  of  the 
United  States  securities  markets  generally.     Because  of  the  absence  of 
demonstrated  abuses  and  in  light  of  the  ongoing  studies  of  the  entire  subject 
of  bank  securities  activities,  we  believe  the  constructive,  competitive 
securities  activltlea  of  our  foreign  members  should  be  allowed  to  continue. 
Therefore,  while  we  expeeat  no  view  on  the  other  parts  of  il.  R.   73ZS,  we 
urge  that  Section  8  in  Its  entirety  be  rejected. 
Thank  you. 
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BCr.  St  Gebhain.  You  may  now  proceed. 

STATEMENT  OF  JAMES  E.  DOWD,  PRESIDENT,  BOSTON  8T0CI 
EXCHANGE,  INC. 

Mr.  DowD.  Thank  you,  Mr.  Chairman. 

There  is  one  change  in  the  constitution  of  the  panel  this  morning. 
On  my  right  is  Kenneth  I.  Rosenblum,  senior  vice  president  and 
general  counsel  of  the  Midwest  Stock  Exchange,  representing  Ifr 
chael  E.  Tobin,  who  was  unavoidably  detained  in  Chicago. 

On  imr  left  is  Hart  Perry,  the  President  of  SoGen-Swiss  Interna- 
tional dorp.,  as  published. 

We  welcome  this  opportunity  to  express  our  views  on  the  impact 
on  regional  stock  exchanges  from  the  provisions  of  section  8  of  nJL. 
7325,  the  International  Banking  Act  of  1977.  As  written,  it  wouU 
prohibit  a  foreign  bank,  or  a  person  directly  or  indirectly  a 
with  such  a  bank,  which  maintains  a  commercial  bcmking  , 
in  the  United  States,  from  engaging  in  securities  activitit 

Mr.  St  Gebhain.  Mr.  Dowd,  in  view  of  the  fact  that  I  jwt 
consulted  with  Mr.  Wylie,  and  he  find  I  both  had  an  opportunity  to 
read  your  entire  statements— as  a  matter  of  fact,  we  read  them  and 

we  antdyzed  them  as  well since  we  put  your  statements  in  the 

record  in  their  entirety,  if  you  don't  mind,  what  we  would  like  to  do 
now  is  ask  you  a  few  questions  based  on  these  statements. 

Mr.  Down.  Certainly. 

Mr.  St  Gehhain.  Mr.  Dowd,  in  the  conclusion  of  your  statement  1 
have  a  problem.  The  way  I  read  it,  you  are  not  asking  that  section  8 
be  deleted  or  that  it  )>ermit  permanent  grandfathering. 

You  seem  to  be  asking  that  it  be  amended  to  provide  specific 
exemption  for  the  dealer  specialist  and  bona  fide  arbitrage  funds,  b 
that  a  correct  analysis,  and  in  your  view  would  that  take  care  of  the 
problem? 

Mr.  Down.  From  my  personal  view,  the  grandfathering  is  onhr  a 
part  because  I  think  if  there  is  a  deHnite  date  for  the  cutoff  of 
grandfathering  you  will  immediately  lose  capable  people  in  these 
houses.  Even  though  1985  is  somewhat  down  the  road,  I  think  the 
prospect  of  a  limited  or  defmite  termination  of  some  very  capable 
block  traders  and  arbitraguers  will  have  them  immediately  looking 
elsewhere. 

The  princip{d  argument  that  I  have,  however,  sir,  is  that  in  1976 
the  Congress  did  specify  certain  permitted  dealer  activity  which 
they  found  to  be  necessary  to  the  functioning  of  securities  mai^eti, 
and  No.  1  on  that  list  was  bona  fide  dealer  activity.  Another  one 
was  bona  fide  arbitreige;  and  it  would  seem  to  me  that  if  we 
incorporated  the  exemptions  that  were  specified  in  the  Securities 
Act  Amendments  of  1975 — it  is  a  complex  issue,  but  this  Congrees 
did  ^t  through  it  and  carved  out  those  exemptions  on  permitted 
activities  in  1975 — that  at  least  to  me,  to  that  extent  this  Interna- 
tional Banking  Act  should  provide  a  similar  exemption  for  the 
foreign-affiliated  firms. 

Mr.  St  Germain.  But  you  really  haven't  answered  the  question. 

If  that  recommendation  were  to  be  accepted,  would  that,  in  your 
view,  answer  the  arguments  as  far  as  grandfathering  is  conceiiied? 
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Mr.  DowD.  As  long  as  it  was  a  full  grandfathering  of  dealer  and 
irbitrage  activity,  I  would. 

Mr.  Perry  may  have  some  different  views,  and  Mr.  Rosenblutn 
laay  have  some  different  views. 

Mr.  St  Gebhain.  Why  don't  we  hear  from  the  other  two? 

Mr.  Perry? 

STATEMENT  OF  HART  PERRY.  PRESIDENT,  SOGEN-SWISS  INTER- 
NATIONAL CORP. 

Mr.  Pkrby.  As  previous  witnesses  have  indicated,  the  reason  for 
our  being  established  in  the  United  States  is  to  be  able  to  serve  the 
dnnestic,  that  is  European  customers  principtdly  of  our  foreign 
ahareholders,  and  while  what  Mr.  Oowd  speaks  of  as  an  important 
actiTity — and  we  do  tmdertake  it  on  the  Pacific  coast — we  feel  we 
caimoC  really  give  the  kind  of  service  to  our  clients  from  our 
shareholder  bai^  and  others  unless  we  are  permitted  to  engage  in 
the  broad  range  of  investment  banking  activities. 

As  I  say,  we  are  a  specialist  but  it  is  only  a  small  part  of  the  type 
of  business  that  we  do.  We  do  have  to  be  fully  involved  in  the 
securities  business  in  order  to  give  the  kind  of  service  that  is 
required. 

Thank  you. 

BCr.  St  GxaifAiN.  Mr.  Roeenblum? 

STATEMENT  OF  KENNETH  I.  ROSENBLUH,  SENIOR  VICE  PRESI- 
DENT AND  GENERAL  COUNSEL,  MIDWEST  STOCK  EXCHANGE, 
INC 

Bfr.  RosENBLUM.  Yes,  Mr.  Chairman.  From  the  perspective  of 
Bdidwest,  we  have  the  concern  that  Mr.  Perry  is  reciting,  that  the 
firms  tluit  we  are  depending  upon  for  dealer  activity  may  well 
determine  that  it  is  not  sumcient  for  them  to  juet  be  in  that 
activity,  so  that  our  concern  is  that  by  ciu-ving  out  a  piece  like  Mr. 
Dowd  is  suggesting,  that  that  really  would  not  do  uie  job. 

Again,  from  our  perspective — I  can  understand  the  reason  for  Mr. 
Dowd's  recommendation  because  it  is  similar  to  our  situation — if 
you  look  at  the  direct  importance  of  the  foreign  affiliates  or  the  U.S. 
aCBIiates  of  the  foreign  banks  and  what  thev  add  to  exchange 
liquidity,  the  easiest  thing  to  perceive  is  their  dealer  activities  and 
the  liquidity  that  adds  to  the  exchange;  so  I  think  that  as  a  fallback 
position,  what  Mr.  Dowd  suggests  would  be  considerably  better  to  us 
than  the  way  the  section  reads,  but  our  own  opinion  is  that  it 
should  be  a  full  grandfather  for  all  activities- 
Mr.  St  Germain.  If  grandfathering  were  to  be  permanent,  what 
would  your  reaction  be  to  the  suggestion  that  I  made  to  Governor 
Gardner  of  the  Fed  last  week,  that  jurisdiction  over  securities 
affiliates  be  jointly  shared  by  both  the  Fed  and  the  ISEC? 
BIr.  Pkrsy.  We  have  no  problem  with  that,  sir. 
Mr.  Down.  I  don't  think  we  would  have  any  problem  with  that 
either.  I  think  it  is  an  excellent  suggestion. 

Mr.  St  Gkrmaik.  Do  you  thiiik  it  is  a  constructive  suggestion  in 
view  of  the  fact  that  the  SEC  is  more,  I  feel,  with  all  due  deference 
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and  all  respect  for  the  Fed,  nonetheless  more  knowledgeable  in  this 
area? 

Mr.  Perry.  I  agree,  sir. 

Mr.  DowD.  I  do  too,  sir. 

Mr.  RosENBLUM.  I  think  there  is  a  pattern  for  that  in  the  1975 
Act  eimendments  in  the  clearing  and  transfer  Eirea.  I  think  if  it  is 
working,  there  is  no  reason  why  the  same  suggestion  could  not  work 
that  you  are  offering. 

Mr.  St  Germain.  Theink  you. 

Mr.  Perry,  to  what  d^ree  would  it  be  practicable  to  permit  U.S. 
investment  and  commercial  banks  full  or  equal  participation  in  tlte 
domestic  securities  markets  of  the  countries  represented  by  the 
parent  banks  of  SoGen-Swiss? 

We  are  aware  as  a  result  of  our  studies,  our  travels,  that  then 
have  been  limitations  on  the  banking  operations  of  foreign  banks, 
including  U.S.  banks  in  Switzerland,  since  the  late  1960'b  aa  a  remiit 
of  a  policy  decision  to  protect  the  Swiss  economy  against 
overbanking. 

To  what  extent  haa  this  occurred  or  might  it  occur  with  respect  to 
domestic  securities  businesses  in  these  countries  in  view  of  the 
limited  size  of  the  economies  involved? 

Mr.  Perry,  Could  you  repeat  that  again,  sir? 

Mr.  St  Germain.  All  right.  To  what  degree  would  it  be  practieil 
to  permit  U.S.  commercial  investment  banks  full  or  equal  partici|» 
tion  in  the  domestic  securities  markets  of  the  countries  represented 
by  the  parents  of  SoGen-Swiss,  keeping  in  mind  the  feet  uiat  there 
have  been  limitations  on  the  operations  of  foreign  banks  indudiag 
U.S.  banks  since  the  late  19€0's  in  Switzerland  because  of  a  policy 
decision  at  that  time  to  protect  the  Swiss  economy  against 
overbanking? 

Now,  to  what  extent  has  this  occurred  or  might  it  occur  with 
respect  to  domestic  securities  businesses  in  the  countries  that  aie 
participants  of  SoGen-Swiss  in  view  of  the  limited  size  of  some  d 
the  economies  involved?  Start  with  Switzerland. 

Mr.  Perry.  I  cimnot  reallv  discuss  the  commercial  banking  ritua- 
tion  because  I  am  not  fEimiliar  with  it.  I  do  know  we  made  a  brief 
analysis—I  believe  it  was  sent  to  the  Treasury  Department  srane 
months  ago — about  the  nature  of  the  restrictions  in  the  securitiei 
markets  in  the  other  countries.  I  would  be  very  happy  to  submit 
that  for  the  record.  It  is  rather  loi^.  It  varies  from  country  to 
country  and  I  don't  have  the  information  with  me  here,  but  I  would 
be  happy  to  submit  it. 

Mr.  St  Germain.  If  you  would  submit  it  to  the  subcommittee, 
then  we  could  have  our  very  competent  staff  analyse  it  fisr  us. 

Mr.  Perry.  Very  good,  sir. 

[The  following  information  r^rding  access  to  European  stod 
exchange  was  submitted  by  Mr,  Perry  for  inclusion  in  the  recontl 
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ACCESS  TO  EUROPEAN  STOCK  EXCHANGES 


At  prctcat  otkly  t*o  ImporUnt  Europaan  dock  uchanio  arc  Dot  open 
«i7Vctly  /or  U.S.  mcmbarahLp  ai  a  member  haa  to  have  the  local  nationality, 
i.e.,   Briuaala  and  Paris,     Hoitavar,  Id  both  countrlea  th*  lole  of  a  atockbrokcr 

•ogsie  In  ao  activity  othar  than  the  pure  uacution  of  orderi.     They  will  genarally 

principal!  -  at  ii  uaual  In  the  caie  of  moat  U.S.   broke r-dralen.     The  Utter  type 
of  acttvittes  are  fulfUled  by  inveatment  or  commrrcUl  bankg,  which  have  no 
overriding  impcdlmanta  againat  foreign  ownerihip  or  participation  and  which 
•  qjoy,   in  caae  of  a  foraign  ownenhlp,  the  lame  righta  and  diicounti  on  broker 
COBUnlsllona  aa  their  local  national  equtvalanta,     Beaidea,  In  Belgium,  all  Irani- 
acUoo*  vlth  a  market  value  azcaadlag  the  counter  value  in  Belgian  Franc*  of 
U.S.  SZSO,  OOa  can  be  eiecuted  off  the  exchange  and  foreign  broken  can  therefore 
trade  blocki  directly  with  Belgian  inatitutiona. 

It  has  bssn  •aaartsd  that  U.S.   braker.dcalers  would  be  leriously  restricted 

cUiaena  have  to  daposlt  their  securities  with  a  registered  financial  inaCitution  or 
ao-callcd  -Intermediairc  agr«e,  "  Cor  which  claiaification  a  U.S.  broker-dealer 
eoBld  not  quaUIy.  However,  we  have  been  advised  by  our  French  ihatcholder, 
tba  Saci«t«  adBfTalc,  that  U.S.  broker- dealer*  can  in  principle  be  regiXered 
aa  nnaacUl  tnatituttona  with  the  right  to  act  a*  cuatodian.  In  praciice  it  will  be 
an  aaiUr  tolutiDn  to  Uke  a  participation  In  or  to  acquire  an  eiiiting  regiatercd 
nnanclal  tutltutioo.  which  will  give  U.S.   broker-dealen  th^  indirect  possibility 

The  remaining  major  European  conlinenUl  stock  eachangea  -  Amsterdam. 
Frankfurt  and  Zurich  -  aU  have  examples  of  foreign  owned  firms  aa  (uU  members 

la  swnsd  by  a  Urge  U.K.   commercial  bank.     In  Holland  and  Germany  foreign 
ownara  ol  local  stock  exchangsa-  member  [irmi  include  U.K.   merchant  hanki. 

alreagth,  activitlca  and  legal  atructure  arc  concerned.     If  the  U.  K.  merchant  banki 

raaaon  to  doubt  that  the  larger  U.S.   broker-dealers  could  comply  with  those  rules. 
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explirit  about  thi  regulatloiu  on  Iha  Lenden  atsck 


To  aumi 

nariie,   out  o[  lix  exchangea  lnveatigated,   ODly  two  •  Parts  aad 

Bruaaeli  -  ol 

er.  in  the  iimt  al  Paris  and  Bruaaeli  the  role  a(  a  broker  la 

txtetrntly  liir 

liled  aince  in  France  a  hroker  cannot  act  aa  a  principal  and  la 

Balglum  a  bit. 

-ck  with  a  value  of  over  JZ80,  DOO  can  be  traded  aft  the  floor.     In 

three  count ri< 

ichangea  do  exiit  and  la  therefore  a  poaaibility  for  U.S.  broker- 

dealt  ri.     Fin. 

(or  lorelgnen 

1  to  acquire  or  become  a  member  o£  the  enchange,  but  tn  practice 
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Mr.  St  Germain.  Mr.  Wylie? 

Mr.  Wtue.  Thank  you,  Mr.  Chairman. 

I  would  point  out  Switzerland  did  take  this  action  as  far  as 
nnmercial  banking  is  concerned  in  the  late  1960's  and  it  is  still  in 
fecL 

Mr.  Perry.  I  do  think  one  should  look  at  the  international 
larkets,  however,  particularly  where  the  American  commercial 
inks  are  permitted  by  the  U.S.  authorities  to  engage  in  investment 
inking  operations,  where  the  principle  lying  tmiind  the  GlasB- 
tea^ili  Act  appears  to  us  to  have  been  waived  in  accordance  with  a 
gitunate  U.S.  national  cAijective,  and  permit  the  commercial  banks 
I  actually  underwrite  the  eecurities  of  companies  with  whom  th^ 
iflintyjn  deposit  relationships  in  the  United  States  and,  in  addi' 
on,  they  do  participate  in  the  Eurobond  market,  which  is  a 
nm>letely  unregulated  market. 

Ab-.  St  Gibbiain.  I  am  atUl  repeating  that  Switzerland  did  take 
lis  action  in  the  late  1960'8  and  that  is  what  we  want  to  be 
iasBured  of.  I  hope  your  paper  will  shed  some  light  on  this. 

"Hiank  you. 

Mr.  WyUe? 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

Mr.  Perry,  in  your  statement  on  page  6  you  say  there  is  no 
nmnon  management  between  vour  organization  and  the  bank 
Uch  owns  you,  so  that  in  effect  you  say  you  hardly  do  any 
nsiness  with  them.  Is  that  a  fair  analysis  of  what  you  say? 

Mr.  Pbsry.  Yes,  that  is  a  fair  analysis.  I  could  cite  one  example, 
ecently,  where  we  helped  a  foreign  client  in  acquisition  in  the 
nited  States,  they  were  looking  for  term  loans  in  order  to  finance 
16  acquisition,  we  exposed  them  to  at  least  a  half  dozen  or  more  of 
le  U.S.  banks  as  well  as  European-American  banks. 

Mr.  Wyue.  So  the  policy  of  the  Qlaas-Steagall  Act  for  domestic 
impanies  is  in  e^ect  being  carried  out? 

Blr.  Perry.  That  is  right. 

Blr.  Wyub.  So  what  is  the  harm  in  putting  it  in  the  statute? 

Blr.  Persy.  You  put  it  in  a  statute  in  a  way  it  would  put  us  out  <^ 


Mr.  Wyue.  You  mean  you  don't  think  your  securities  busineas 
>uld  be  maintained  as  a  separate  entity? 

filr.  Perry.  No,  we  would  not  because  our  basic  business  is 
ivestment  banking  and  that  includes  the  ver^  important  activities 
ich  aa  underwritmg  and  selling  securities  m  the  United  States, 
eing  a  specialist  here,  et  cetera,  and  those  we  would  no  longer  be 
ermitted  to  undertake. 

Mr.  Wyue.  Although  there  might  be  a  transfer  of  ownership,  do 
ou  honestly  think  that  you  would  be  put  out  of  business  as  a 
ecurities  dealer? 

Mr.  Perry.  Oh,  absolutely. 

Mr.  Wyue.  What  do  you  think  of  a  recent  announcement  which 
vag  oiade  from  Columbus,  Ohio,  which  is  my  own  hometown, 
"Therein  the  City  National  Bank  in  concert  with  Merrill,  Lynch  has 
prapoeed  to  implement  a  program  which  would  combine  brokerage 
Krvices  with  the  payment  of  interest  on  demand  deposit  and  cremt 
Qird  services?  Would  you  be  likely  to  branch  off  into  that  area  with 
Vm  parent  bank? 
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Mr.  Pebry.  No;  we  are  a  completely  diflerent  kind  of  bank.  In  th^ 
investment  banking  community  you  nave  the  large  retail  firms  sucks 
as  Merrill,  Lynch  who  operate  nationwide.  We  are  strictly  a  whole — 
sale  bank.  Our  clients  are  all  the  large,  mi^r  trust  iiuititutions^ 
insurance  companies,  lliose  are  the  ones  to  whom  we  sell  fixed — 
income  securities,  for  exEimple. 

Our  clients  to  the  extent  that  we  have  them  in  the  United  States 
are  all  large  corporate  kinds  of  clients. 

Mr.  Wylie.  So  you  would  not  become  involved  with  retail  custom- 
ers and  you  envision  this  arrangement  between  Merrill,  I^nch  moS 
City  National,  as  being  a  retail  arrangement? 

Mr.  Perry.  Right. 

Mr.  Wyue.  Would  you  care  to  comment,  Mr.  Dowd? 

Mr.  Dowd.  I  do  not  see  SoGen-Swiss  as  being  even  a  junior-grade 
Merrill,  Lynch  because,  as  Mr.  Perry  has  described,  Merrill,  Lynch 
has  many  customers  with  substantial  retail  credit  balances  and  it 
would  be  through  the  use  of  these  credit  balances,  as  I  undei^aod 
the  proposition,  that  this  credit  card  arrangement  could  be  oper 
ated.  I  don't  see  SoGen-Swiss  either  with  the  incentive  or  with  the 
credit  balances  with  which  to  work  that  type  of  arrangement. 

Mr.  Wyue.  You  don't.  You  don't  envision  it  as  a  develoinaent 
which  you  might  look  into  as  a  possibility  for  your  operation? 

Mr.  Down.  From  an  exchai^  standpoint,  there  are  very  fienr 
Merrill,  Lynches  on  this  earth.  What  might  be  possible  for  Merrill, 
Lynch  as  an  incentive  would  probably  not  be  possible  for  many 
others  in  this  world. 

Mr.  Wylie.  Mr.  Rosenblum,  do  you  want  to  comment  on  that? 

Mr.  Rosenblum.  I  have  nothing  to  add  to  that,  sir. 

Mr.  Wyue.  Thank  you,  Mr.  Chairman. 

Mr.  St  Germain.  Mr.  Dowd,  on  page  8  you  state: 


This  appears  to  support  the  argument  for  reciprocity  which  I  fieel 
Under  Secretary  of  the  Treasury  Solomon  to  have  repudiated  vray 
effectively  in  his  testimony  last  week,  but  let  me  now  take  jrou  fbr  a 
little  walk. 

If  we  permit  foreign  banks  to  do  in  this  country  what  the  XJS. 
banks  do  abroad,  would  it  not  be  inconsisent  to  pronibit  U.S.  banks 
from  doing  in  this  country  what  foreign  banks  can  do  and  what  the 
same  U.S.  banks  can  do  abroad?  That  being  the  case,  if  that  were  in 
the  EifFirmative,  would  this  not  be  a  case  for  repealing  the  Glass- 
Steagall  Act  and  allowing  U.S.  banks  to  underwrite  ana  sell  securi- 
ties here  in  the  United  States? 

Mr.  Down.  I  think  you  would  have  inconsistency  upon  inconsis- 
tency and  you  could  go  down  the  road  indefinitely,  one  ofbetting 
the  other.  I  can  foresee  some  real  problems.  I  agree  with  you,  sir. 

Mr.  St  Germain.  So  you  see  a  problem  with  the  State? 

Mr.  Down.  I  do  indeed.  I  do  indeed. 

Mr.  St  Germain.  Because  I  don't  think  that  the  Boston  Exchange 
and  Mr.  Down  are  prepared  to  come  and  testify  in  behalf  of  repeal 
of  Glas8-St«agall. 
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Afr.  DowD.  No,  indeed. 

Mr.  9r  Gebhain.  I  don't  think  bo. 

Mr.  Roeeablum? 

Mr.  RosBNBLUM.  Mr.  Chairman,  there  are  obviously 
inconsistencies  no  matter  what,  I  am  afraid,  your  committee  ends 
up  doing.  I  think  though  that  the  main  difference  between  the  kind 
of  things  we  are  t^ilUpg  about  is  that  when  you  start  talking  about 
amending  the  Glass-Steagall  to  permit  domestic  bfinks  to  do  some  of 
the  same  things,  you  have  a  whole  series  of  different  questions 
relating  to  relative  power  and  what  the  strength  of  these  domestic 
banks  might  be  in  the  U.S.  securities  markets  compared  to  what  the 
U.S.   afRuates  of  foreign  banks  can   do  in  the  U.S.   securities 


I  certainly  recognize  the  inconsistency  that  you  pointed  out. 

Mr.  St  Gbbmain.  You  are  not  telling  me  that  the  securities  firms 
that  are  affiliatce  of  foreign  banks  are  affiliates  of  banks  that  are 
without  substantial  assets,  are  you? 

Mr.  RosBNBLUM.  No,  but  I  am  saying  that 

Mr.  St  Germain.  They  are  pretty  comfortable,  aren't  they? 

Mr.  RosEMBLUH.  The  key  thing  you  would  be  looking  to  regulate 
in  terms  of  a  foreign  bank  that  is  operating  in  the  United  States 
would  be  its  banking  activity,  not  the  minor  securities  activity  that 
it  might  be  doing  in  the  United  States. 

Mr.  St  Germain.  I  guess  it  boils  down  to  whose  oz  is  being  gored, 
doesn't  it?  But  you  nave  to  understand  that  you  may  be  in  a 
position  where  you  cannot  have  it  both  ways. 

Gentlemen,  we  will  have  additional  questions  to  submit  to  you  in 
writing.  I  would  ask  that  you  assist  the  subcommittee  in  that 
manner  because  there  are  members  who  have  conflicting  meetings 
and  couldn't  be  here  this  morning. 

Mr.  St  Germain.  I  want  to  thank  you  for  your  presentation.  We 
are  certainly  grateful  to  you  for  your  replies  as  far  as  joint  jurisdic- 
tion is  concerned  should  there  be  a  decision  for  permanent 
grandfathering. 

Air.  Perry.  Mr.  Chairmfm,  I  wonder  if  I  could  ask  that  my 
comments  that  I  prepared  for  oral  presentation,  which  were  not 
delivered,  be  also  included  in  the  record? 

Mr.  St  Germain.  Absolutely.  Without  objection. 

[Prepared  testimony  for  orm  delivery  by  Mr.  Perry  follows:] 


,v  Google 


TESTIMONY  O'  HART  PERRY 
PRESIDENT  OF  S0GEN-SMIS5  INTERNATIONAL  CORPORATION 

Hy  name  Is  Hart  Perry.   I  am  Pr«Eident  of  SoGan-SwisB 
International,  a  Hew  York  corporation,  which  is  the  oldest 
foreign-owned  investment  banking  firK  in  the  United  States. 
I  appreciate  very  much  the  opportunity  to  appear  before  this 
Subcommittee. 

In  my  testimony  I  will  describe  the  activities  of  ay 
firm  and  how  the  proposed  legislation  would  effect  it.   I  will 
examine  the  need  for  legislation  and  will  make  certain 
r econmenda  t  ion  s . 

Our  company  is  jointly  owned  by  a  group  of  foreign 
banks  and  companies.   It  is  the  product  of  a  merger  in  1973 
between  securities  affiliates  of  two  foreign  banks.  Credit 
Suisae  and  Saciete  Generale,  joined  at  that  time  by  additional 
foreign  Btiareholders.   Under  the  'universal'  banking  system  in 
Europe,  our  shareholders  provide  both  investment  and  commercial 
banking  services  to  their  clients.   We  were  established  to 
service  the  investment  banking  needs  of  those  clients.   Credit 
Suisse  has  separate  commercial  banking  offices  In  the  United 
States  while  our  other  bank  shareholders  are  participants  In  tW 
European-American  banking  group. 

Our  company  has  been  serving  the  U.S.  aecucitiea  markat* 
for  a  period  of  3a  years  aa  an  affiliate  of  Credit  Suisse.   The 
prospect  of  legislation  which  could  terminate  this  relationship 
of  many  years  naturally  disturbs  us.   We  are  proud  of  our  achieve 
ments  and  would  like  to  familiariie  this  Subcownittee  with  our 
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He   have  no  coHBon  MUM9«*ent  with  any  of   the   coMmercial 
buting  offices  of  ouc   shareholders.  •  tfe  operate  wholly 
iCKiependently  of   thea.      Our  dealingB  with  their  offices  will 
Maiure  up   to  scrutiny  as  ants-length  transactions  no  different 
ttao  our  relationship  with  Many  U.S.    banks  with  whoa  we  do 
^iness.      For  example,    since  1973  of   the   1060  public   issues 
"e  hive  participated  in  as  an  underwriter,   we  have   sold   none 
<if  luch  issues   to  European -American  and  only  nine   to   the  New 
'ork  branch  of   Credit  Suisse. 

SoGen-SwiRS  nidheK  no  loaim  and  tai 
Its  largely  Anterican  staff  offers  a  full  i 
banking  services  to  institutional  and  corporate  t 
clients.  He  engage  in  both  primary  distril 
narket  activities,  furnish  inveHtnent  advice,  institutional 
research,  arrange  private  placements,  and  advise  on  mergers 
and   acquisitions. 

Our  activity,    together   with   that  of   other    foreign-owned 
affiliates   like  ABD,   and  EuroPartners ,   who  are   not   testifying 
today,   but  who  will   submit   statements   for   the  record,'  has   been 
Isiportant   to   the   U-S.    securities   industry.      In   the  crisis  which 
the  industry   faced   in   1973  and   1974,   we  were  among   the   few 
sources  of   new  capital   to  offset   the  contraction  of   the   industry'l 
capital   base.      He   have   also  used  our   capital,    side-by-side  with 
domestic   firms,    to   help  overcome   the  difficult  market   conditions 
of   that   period,    such  as   the   competitive   bidding   markets- 
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SaGen-Swiss  and  the  Other  foreign  securiticB  affiliates 
have  contributed  importantly  to  the  regional  stock  exchanges. 
ABD,  for  example,  is  the  third  largest  specialist  on  the 
Midwest  Stock  Exchange  in  terms  of  voliwe.   Host  of  our  business 
is  transacted  on  the  regional  exchanges. 

U.R.  7325  would  coi^el  our  coapany  after  nine  years  to 
tanainate  vital  segnents  of  our  business.   For  exanple,  we  could 
not  act  as  specialists  on  the  regional  stock  exchanges  or  under- 
write securities  for  distribution  in  the  U.S. 

The  Bill  would  permit  us  to  sell  underwritten  securities 
abroad.   This  is  not  a  practical  solution.  For  example,  because 
of  the  interest  withholding  tax,  virtually  no  U.S.  issued  debt 
securities  are  sold  abroad.   Ho  managing  underwriter  would  include 
us  in  syndicate  participations  because  we  would  not  be  able  to 
sell  into  the  only  meaningful  market  for  such  underwritten 
U.S.  securities. 

These  drastic  restrictions  would  diminish  competition 
by  restricting  access  to  the  securities  markets  in  a  manner  that 
seems  wholly  out  oE  character  with  the  Securities  Act  Amendments 
of  1975,  which  promised  open  access  to  all  qualified  applicants. 
The  effect  on  our  operations  would  be  inaediate.   With  a  death 
sentence  hanging  over  our  head,  it  would  be  impossible  to  keep 
or  recruit  qualified  personnel  to  carry  out  our  activities. 

Let  me  turn  now  to  the  need  for  legislation.  Ne  are 
puzzled  as  to  why  securities  affiliates  have  become  an  issue. 
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It  appcBEB   to  us  that  we  havB  ba«n  Included  In  the  legialation 
ilBOSt  «s  an  historical  accident  aince  the  Major  aconoaic 
iaaues  lie  in  other  section*  of  the  Bill. 

In  K>st  cases  legislation  is  introduced  because  there 
i*  an  existing  pcoblea  or  clear  evidence  that  a  problen  will 
■rise.      But  what    ia  the   situation  here? 

He  know  of  no  abuaes  and  none   have   been  cited.      On  the 
contrary,    securities  affiliates  have  contributed  to   the   smooth 
fuactloning  of  the  securities  atarket  and  have  enhanced  competition. 
Do  our   shareholders  enjoy  a   conpetitive  edge   In  comnercial 
banking    in   the  U.S.?     Hr.    Lee  of   the  Clearing  House  Banks  says 

Do  we  have  an  unfair  conpetitive  advantage  over  U.S. 
securities    firas  because  we  compete  with  them?      I   know  that 
the  SIA  has  spoken   in   favor  of   the   legislation,    but   I  can't  believe 
that    in  New  Vork,  where  we  coapete,  such   large    firms  as  Herrill 
Lynch,   Salomon    Brothers  or  Morgan  Stanley  believe   that    the 
foreign  affiliates,   with  a  total  market   share  of   less   than   4% 
in  underwriting,    are  a  threat  or  have  a  competitive   advantage. 
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Is  tbare  «  nead  for  parfact  syanetry  in  the  sepacatlon 
between  inveatsent  banking  activities  and  cooBercial  banking 
activities?  Are  there  no  exceptions  to  the  principles  which  lie 
behind  the  Glasa-Staagall  Act?  I  would  ask  the  coHNlttea  to 
exanine  the  legislation  in  a  way  that  a  continental  European 

The  main  purpose  of  the  Glaes-Steagall  Act,  as  explained 
to  hi>,  is  to  protect  depositors  of  U.S.  bonks  from  the  riska 
of  the  securities  business  and  to  eliminate  conflicts  of 
intarssta  which  could  undarmine  sound  banking  practices.   It  is 
hard  for  hin  to  understand  why  these  sane  policies  are  not 
being  followed  abroad  where  U.S.  copmercial  banks  through 
affiliates  are  permitted  by  U.S.  authorities  to  engage  in 
securitiea  activities  which  are  denied  to  then  in  the  U.S. 
Indeed,  abroad  U.fi.  banks  can  underwrite  securities  issues  of 
U.S.  clients  with  whom  they  have  deposit  relationships  and 
participate  broadly  in  the  securitiea  narkets  including  the 
Eurobond  narket  which  is  completely  unregulated.   He  could  only 
conclude  that  other  national  objectives  can  override  the  basic 
policies  of  the  Glass-Steagall  Act. 

Is  it  not  reasonable  then  for  hirn  to  suggest  that  in 
the  present  situation  there  are  compelling  arguments  that  other 
U.S.  economic  policy  objectives,  such  as  capital  infusion  and 
competition  in  the  securities  Industry  as  affirmed  by  the  Congresi 
in  1975,  outweigh  the  rigid  application  of  Glass-Steagall  to 
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foreign  Becuritiea  aEfllLatas  particularly  in  li^ht  of   this 
HtioD'B  consistent  post  «ac  policy  of  encouraging   free 
cipital  Boveaent  aaong  nations. 

For  aXl  of  these   raaaons,    theo  appears   to  be  no  need 
Ik  new  fedeial  legislation  with  r«sp«ct  to  the  activities 
of  foreign-owned  securitias  affillataa.     Certainly,    H.R.    7325 
in  its  prasent   fOE>  does  significant  ham  without  achi«vin<r 
•ny  tangible  benefits. 

Divestiture  is  a  very  harsh  rcaady.      It  is  Justifiable 
only  when  there   is  evidence  of  widespread  abuse  or   threat  of 
MMpetitive  doninance.      That  is  not  the  case   here. 

At  the  very   least   the   Bill   should   permanently  grand- 
father existing  securities  affiliates.      This   is  a  matter  of  equity, 
te  have    followed  the  rules  of   the  gone.      The   investments  of  our 
»ank   shareholders  have  been  specifically  approved  by   the  New  York 
luperintendent  of  Banks  under  provisions  of   the  New  York   Banking 
^■w  parallel  to  the  Glass-steagall  Act.     The  election  of  our  con- 
trolling shareholder  to  operate  exclusively  under  State  banking 
.AM  is   in  our  well   established  dual  banking  tradition.      In 
idditlon,    SoGen-Swiss   is  governed  by   the   rules  snd   regulations 
>f    the  SEC,    NASD,   and   regional   exchanges. 

Grandfathering    is   supported  by   the   F'edscal   Reserve  Board, 
:be  Treasury  and  the  State  Department  and  virtually  every  witness 
fho  has  testified  before  this  Comittee.      He  believe  the  case 
loc  grandfathering  SoGen-Swiss  and  the  other  securities  affiliates 
rbo  have  been  operating  for  aany  years  in  the  U.S.    Is  compelling. 
Thank   you  very  much. 
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Mr.  DowD.  Thank  you,  Mr.  Chairman,  on  behalf  of  the  panel  for 

your  courtesy  and  for  the  attention  of  the  subcommittee. 

Mr.  St  Germain.  As  I  said,  it  is  always  good  to  have  a  nei^ilxr 
from  Massachusetts. 

Mr.  Pesry.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Wyus.  Mr.  Chairman,  I  wonder  if  I  might  ask  them  to 
comment  a  little  more  fiiUy  on  my  question  which  relates  to  their    . 
ownership  by  foreign  banks?  ' 

The  suggestion  was  made  if  this  bill  passes  they  are  out  of 
business,  that  they  have  no  value  be)[Ond  being  an  afEiliate  of  t 
foreign  bank;  and  I  would  like  for  you  just  to  expand  a  little  bit  ai 
to  why  you  say  that  for  the  record. 

Mr.  Perry.  I  am  sure  that  if  my  shareholders  were  given  thi 
alternative  of  operating  in  the  commercial  banking  field  or  invest- 
ment banking  field,  which  this  l^islation  appears  to  do,  they  would 
wish  to  withdraw  the  capital  they  have  put  in  our  firin.  Whether 
any  other  buyers  would  come  along  to  buy  them  out,  I  faaveo't  any 
idea.  The  history  for  the  last  10  years  or  so  has  been  one  of  a  steady 
contraction  of  capital  in  the  securities  industry  and  more  and  man 
capital  has  been  withdrawn  and,  in  fact,  the  foreign  capital  has 
been  one  of  the  few  sources  of  capital  that  has  gone  into  the 
industry  over  the  last  10  years. 

Mjt.  Wylie.  As  I  understand  it  right  now,  you  operate  pretty 
much  as  a  domestic  securities  dealership  would  operate. 

Mr.  Perry.  That  is  right,  sir,  a  wholesale  firm  largely  with 
intomational  clientele.  Most  of  the  clients  that  we  serve  are  those 
who  come  to  us  from  Europe.  Our  shareholders  feel  it  is  important 
Just  to  cite  an  example  as  the  reason  for  this.  One  (rf  our  shar^u^ 
ers  competes  in  the  European  market  very  aggressively  with  Uie 
mojor  U.S.  security  houses  such  as  Morgan,  Stanley.  "Dieiir  feel  that 
in  order  to  preserve  their  relationships  in  Europe  it  is  important 
that  they  have  a  representetive  in  the  United  States  wno  can 
service  the  investment  banking  needs  of  E!uropean  oompcuiies  in  tix 
United  Stetes. 

Otherwise,  they  are  at  a  competitive  disadvantage  as  they  com- 
pete, and  they  do  compete  strenuously  in  Ehirope.  It  is  juat  a  smaU 
example  but  a  typical  one. 

Mr.  DowD.  I  would  like  to  redirect  your  attention  to  point  4  in  my 
prepared  testimony  on  page  6. 

The  perceived  consequence  that  we  saw  from  passaf^  of  the  Ull 
as  written  would  be  exactly  as  Mr.  Perry  has  described  it.  lUa 
business  is  not  without  its  headaches,  with  taxes,  SEC  r^ulatians, 
et  cetera. 

If  you  did  cut  off  a  substantial  segment  of  their  potential  buainen 
here,  they  might  just  decide  that  it  is  not  worth  the  aggravation  and 

?'ve  their  customers  securities  business,  whatever  it  is,  to  the  New 
ork  Stock  Exchange  firms,  again  compounding  the  almost  monopo- 
ly that  that  exchange  now  has. 
Mr.  Wylie.  Thank  you  very  much. 
Thank  you,  Mr.  Chairman. 
Mr.  St  Germain.  Once  a^in,  thank  you. 
Mr.  Perry.  Thank  you,  Mr.  Chairman. 
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Mr.  St  Germain.  At  this  time  we  are  very  fortunate  the  way  the 
panel  has  been  proceeding  here  that  we  have  a  good  deal  of  time 
remaining  before  the  House  goes  into  session,  and  we  are  indeed 
idditionaUy  fortunate  in  that  the  panel  representing  the  Institute 
>f  Foreign  Bankers  is  present  and  we  hope  that  we  can  get  through 
1  good  part  of  their  presentation. 

u  they  would  come  forward  now,  Mr.  Mario  R.  de  Luca,  executive 
rice  president,  the  Bank  of  Rome,  accompanied  by  Isao  Ichikawa, 

Ceral  manager  of  the  Mitsubishi  Bfink,  Ltd.,  Tokyo;  Rudolph 
;hler,  senior  vice  president.  Union  Bank  of  Switzerland;  and 
Steuart  L.  Pittman,  counsel.  Institute  of  Foreign  Bankers. 

Mr.  De  Luca.  Thank  you  very  much  for  hearing  our  testimony 
now. 

Mr.  St  Germain.  Mr.  De  Luca  and  members  of  the  panel,  I  must 
say  you  have  been  very  diligent.  You  have  a  very  exhaustive 
presentation  and  without  objection,  we  will  put  the  entire  presenta- 
tion in  the  record  following  your  oral  presentation,  and  the  time  is 
yours. 

BAr.  St  Germain.  You  may  orchestrate  as  you  would  like  to  be 
heard. 

Mr.  De  Luca.  Thank  you.  Our  verbal  presentation  will  be  much 
shorter,  not  to  trespass  on  your  time.  Copies  of  this  verbal  state- 
ment will  be  distributed  to  you  for  quick  reference. 

STATEMENT  OF  MARIO  R.  DE  LUCA,  EXECUTIVE  VICE  PRESI- 
DENT, BANCO  DI  ROMA  (BANK  OF  ROME),  CHAIRMAN.  INSTI- 
TUTE OF  FOREIGN  BANKERS;  ACCOMPANIED  BY  ISAO 
ICHIKAWA,  GENERAL  MANAGER,  MITSUBISHI  BANK,  LTD.,  TO- 
KYO; RUDOLPH  KUCHLER,  SENIOR  VICE  PRESIDENT.  UNION 
BANK  OF  SWrrZWERLAND:  AND  STEUART  L.  PITTMAN,  COUN- 
SEL FOR  THE  INSTITUTE 

Mr.  Db  Luca.  Mr.  Chairman,  I  am  Mario  de  Luca,  chairman  of 
the  Institute  of  Foreign  Bankers  and  executive  vice  president  of  the 
Banco  di  Roma.  With  me  are  Mr.  Rudolph  Kuchler  of  Union  Bank 
of  Switzerland,  vice  president  of  the  institute;  Mr.  Isao  Ichikawa  of 
MitsuUshi  Bank,  a  trustee  of  the  institute;  and  Mr.  Steuart 
Pittman,  our  counsel. 

The  institute  has  at  present  142  members  composed  of  the  offices 
in  the  United  States  of  foreign  banks  in  over  35  countries  from 
different  parts  of  the  world. 

Our  written  statement  is  longer  than  we  would  like,  but  the 
subject  is  complex  and  all  that  we  have  written  seems  to  us 
necessary  and  important.  These  statements  of  the  institute  will  be 
the  only  available  reaction  from  those  who  would  be  directly 
r^ulated  by  the  bill  you  are  contemplating.  We  hope  they  will  have 
the  personal  consideration  of  the  members  of  the  subcommittee. 

Mr.  St  Germain.  Of  that  you  may  rest  assured. 

Mr.  De  Luca.  Thank  you,  sir. 

The  bill  is  unnecessary.  We  appreciate  the  suggestions  of  the 
Federal  agencies  for  moderating  the  bill  and  recognize  that  some  of 
these  are  improvements.  Nevertheless,  our  view  continues  to  be 
that  this  bill  is  unnecessary  and  has  the  effect  of  aggravating 
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inequality  of  treatment  of  foreign  and  domeetic  banks  rather  than 
the  stated  purpose  of  placing  them  on  an  equal  footing. 

This  view  was  not  accepted  by  your  subcommittee  last  year.  We 
have  been  advised  by  some  that  we  should  go  along  with  the  beat 
available  bill  and  stop  arguing.  We  have  reviewed  the  questioii 
again  with  our  members  and  others  concerned  with  this  sulgect 
Our  conclusion  is  that  our  reasons  have  not  been  fully  tppredated 
and  that  we  have  a  duty  to  try  again  to  explain  the  oifEicultiea  we 
perceive  in  this  bill. 

We  believe  that  this  hearing  is  again  demonstrating  that  this  ia 
not  a  bill  of  consensus  but  one  of  controversy,  and  that  the  contro- 
versy is  between  regulators  and  between  differently  situated  domei- 
tic  lianks,  not  merely  the  anticipated  differences  between  the  r^u- 
lators  and  those  regulated. 

Governor  Gardner  said  on  Tuesday  that  the  United  States  is  the 
only  nation  in  which  the  central  bank  does  not  regulate  foreign 
banks.  This  is  a  consequence  of  the  U.S.  dual  banking  system  which 
is  unique  in  the  world.  Foreign  banks  are  extensively  and  compe- 
tently regulated  by  the  State  banking  departments  who  all  impose 
reserve  requirements. 

Furthermore,  foreign  banks  supply  regularly  information  report! 
as  requested  by  the  Fed,  and  voluntarily  comply  with  the  marginal 
reserve  requirements  as  laid  down  by  the  Fed. 

The  figure  of  $76  billion  in  total  assets  of  the  foreign  banks  in  tbe 
United  States  is  often  quoted  together  with  the  increase  of  oper 
ations  in  these  last  years  to  demonstrate  the  necessi^  of  Federal 
r^ulation.  Actually,  the  Fed  statistics  submitted  at  this  hearing 
show  only  $66  billion  and  not  $76  billion  of  assets. 

What  may  have  been  overlooked  is  the  fact  that  U.S.  banks 
expended  abroad  at  a  much  feister  pace  in  the  preceding  decade  and 
that  the  total  assets  stood,  as  of  April  1976,  at  about  $220  bUlion 
which  is  over  three  times  as  much  as  the  foreign  banks  have  in  the 
United  States.  Measured  by  assets,  the  foreign  bank  share  of  the 
U.S.  market  was  6  percent  in  1974  and  is  only  7  percent  in  1977,  a  1 
percent  increase  through  the  years,  hardly  alarming. 

More  realistically  measured  by  deposit  business,  the  foreign  bank 
share  is  under  2  percent. 

Multi-State  branching  La  perhaps  the  key  issue.  Section  6  of  the 
bill  assigns  a  priority  for  equal  treatment  among  banks  over  equal 
treatment  among  cities  competing  for  the  business  which  derives 
from  international  fmancial  center  status.  It  would  impose  a  Fed- 
eral veto  on  efforts  by  this  country's  most  important  busineas 
centers  to  attract  foreign  bank  branches. 

The  recent  success  of  Chicago  in  attracting  over  two  dozen  foreign 
bank  branches  would  have  been  aborted  by  this  bill.  New  foreign 
bank  activities  in  the  United  States  would  tend  to  concentrate  in 
New  York  City  to  the  detriment  of  other  growing  Hnancial  oentns. 

Foreign  bemks'  branching  in  more  than  one  State  are  primarily 
those  with  New  York  branches  which  have  opened  second  oranches 
in  Chicago.  Illinois  has  solved  the  conflict  between  the  eiapirations 
of  Chicago  for  international  fmancial  center  status  and  tiie  oon- 
cems  of  Illinois  banks  against  competition  from  out-of-State  buiks 
by  the  simple  expedient  of  limiting  foreign  bank  branches  to  a 
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Bingle  location  in  the  financial  district  of  Chicago.  They  are  thus 
effoctively  kept  out  of  retail  banking  and  confined  to  their  principal 
interest  which  is  wholesale  banking. 

The  large  domestic  banks  which  are  the  competitiors  of  foreign 
banks  are  far  more  active  by  any  count  in  interstate  wholeetue 
^«ntiT*g  than  are  foreign  bank  branches.  In  comparison  with  for- 
eiSD  banks,  these  laive  U.S.  bsinks  have  about  23  times  the  number 
oflocationB  outside  their  home  State  in  about  ten  times  the  number 
of  States.  The  allied  competitive  advantage  is  therefore  illusory. 

Nondepository  institutions  and  State-chartered  subsidiaries 
should  not  be  covered  W  this  bill.  This  bill  is  intended  to  provide 
equal  treatment  under  Federal  laws  which  are  designed  to  regulate 
dqxiritory  institutions.  However,  foreign  bank  agencies  and  com- 
nmiciai  lending  companies  are  nondepository  institutions  and  as 
such  should  not  be  covered  by  this  bill.  State-chartered  subsidiaries 
should  not  be  covered  either  because  they  are  already  federally 
regulated  under  both  the  Bank  Holding  Company  Act  and  the 
Federal  Deposit  Insurance  Act. 

The  Chairman  of  the  FDIC  has  correctly  advised  this  subcommit- 
tee that  foreign  bank  branch  business  in  the  United  States  is  not 
the  ^rpe  <tf  retail  deposit  business  which  FDIC  insurance  can 
protect  and  that  foreign-owned  retail  banks,  which  as  a  practical 
matter  must  be  organized  as  State-chartered  subsidiaries,  in  all 
cases  are  required  by  the  Bank  Holding  Company  Act  to  carry  FDIC 
insurance.  I  emphasize  this  last  point  as  it  was  a  matter  of  some 
confusion  on  the  first  day  of  these  hearings.  Also,  part  of  the 
reserves  foreign  branches  have  to  maintain  at  State  level  are 
already  pledged  for  the  protection  of  depositors. 

We  concur  in  the  FDIC  conclusion  that  mandatory  insurance 
unduly  discriminates  against  foreign  bank  branches  in  the  United 
States,  particularly  because  the  FDIC  insurance  fund  must  be 
protected  bv  security  arrangements  uniquely  applied  to  foreign 
bank  brancnes. 

Turning  to  monetary  policy:  Section  7  authorizes  the  FRB  to 
impose  on  certain  foreign  bank  operations  in  the  United  States  any 
or  all  of  the  Federal  Reserve  Act  restrictions  on  domestic  member 
banks.  This  is  not  equal  treatment;  on  the  contrair,  this  is  discrimi- 
nation against  foreign  btinlu.  Federal  Reserve  Board  reserve  re- 
quirements and  other  restrictions,  optional  for  domestic  banks, 
become  mandatory  for  foreign  banking  in  the  U.S. 

Monetary  policy  is  the  only  specific  need  edited  in  the  hearings 
for  a  greater  Federal  role  in  foreign  bank  regulation.  This  need  has 
been  merely  asserted  as  self-evident,  without  factual  support  or 
ar^gumentation  about  the  monetary  quantities  involved  or  about  the 
ample  opportunities  for  the  movement  of  funds  to  bypass  the  U.S. 
amcea  oT  foreign  banks. 

The  bill  attempts  to  use  a  size  distinction  to  overcome  these 
<^bvious  discriminations.  Even  if  size  distinctions  made  good  law, 
which  they  clearly  do  not,  the  logic  fails  for  two  reasons.  First, 
while  the  large  domestic  banks  may  all  be  members  of  the  Federal 
Reserve  System,  this  is  their  choice  and  they  can  withdraw  if  and 
when  the  benefits  are  outweighed  hy  the  burdens. 

Second,  if  size  is  relevant,  realistic  comparisons  with  domestic 
banks  should  be  made  with  Uie  U.S.  operations  and  should  not 
include  the  many  diverse  overseas  operations. 
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EEC  witnesses  have  focused  on  the  sufcgect  oi  nonbanking  activi- 
tiea  and,  as  submitted  in  our  written  statement,  we  concur  with 
their  views. 

If  this  l^islation  ia  enacted,  the  grandfather  date  should  be  the 
date  of  enactment.  If  this  is  unacceptable,  it  should  be  at  least  no 
earlier  than  the  date  of  reporting  the  bill  to  the  House  floor. 

In  conclusion,  to  our  view,  foreign  banlt  operations  in  the  United 
States  do  not  sultject  domestic  banks  to  any  unfair  competition  and 
in  practice  do  not  impair  the  Federal  Reserve  Board's  conduct  of 
monetary  policy.  Rather  than  offering  evidence  on  these  key  issues, 
proponents  of  uie  bill  have  tended  to  assert  as  a  matter  of  principle 
that  foreini  banks  require  Federal  regulation.  The  inherent  dmr- 
nty  in  US.  banking  is  not  called  unfair  competition  as  between 
domestic  banks;  to  do  so  in  the  case  of  foreign  banks  appean 
illogical. 

We  do  not  object  to  changes  in  law  applied  equally  to  foreign  and 
domestic  banks,  but  we  beueve  this  bill,  while  purporting  to  cure 
difTerences  in  treatment,  creates  significant  new  discriminatitHis 
against  foreign  banks. 

Thank  )[ou  very  much,  Mr.  Chairman. 

(The  entire  statements  of  the  Institute  of  Foreign  Bankers  follow:] 

statement 8  of 

THE  INSTITUTE  OP  FOREIGN  BANKERS 

Befora  the 

SUBCCMMITTEE  ON  PIHANCIAL  INSTtTUTIONS 

SUPERVISION,  REGULATION  AND  INSURANCE 

of  the 

HOUSE  COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

LEGISLATION  FOR  FEDERAL  REGULATION  OF  FOREIGN  BANKS 

A.  COMHEHTS  OH  H.R.  732S 

B.  COKHENTS  OH   FRB  XHENDHEHTS 

C.  PROSPECTS  FOR  INPR0VIH6  H.R.  7335 
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TMLK  OP  COWTEHTS 


COMKENTS  ON  H.R.  732S 


Foreign  Bank  Lvgialatlon  i«  Hot  Headed  Now 
Th*  Allagatlons  of  Competitive  Adifantage  are 
Applicabla  Only  to  Foreign  Bank  Branchoa, 


Diffarencas  but 


Bequlatory  Diwersity  i 

Not  Untair  Competition 
The  Proposals  Discriminate  Rathar  than 

Equalize  Treatment 
Foreign  Bank  Operations  in  the  U.  S,  are  Heavily 

and   Effectively  Regulated 
Growth  of  Foreign  Banks  in  the  u.   S.   H«a  Bean 

Baneficlal  to  the  V.   S,  and  Conslatent  with 

World  Trend* 

Kay  laaues  of  H.R.  T32S 

1.   Interatata  Branching 
I.   Honbank  Affiliations" 
3.   Securitiea  Affiliations 
t.     Mandatory  FDIC  Inaurance 

S.   Mandatory  PBB  Seaerve  Requirenenti  and  Other 
Meaber  Bank  Restrictiona 
B.   The  Section  7  Issue  Should  be  Narrowed 

to  Requirements  Related  to  Monetary  Policy, 
i.e.,  DeBcrva  Requlrementa 

b.  The  Billion  Dollar  Size  Diatinction  Fails 
to  Cure  the  Dis-crinunatory  Denial  of  the 
Choice  to  be  a  Nonmeraber  Bank  Subject  to 
State  Rather  than  Federal  Reserve 
Requirements 

c.  Mandatory  PRB  Reserve  Requirenents  are 
Hot  Heeded  to  Carry  Out  Domestic  Monetary 

d.  The  Requirements  of  International  Monetary 
Policy,  While  Potentially  Important,  Cannot 
be  Met  by  Nondiscrininatory  PRB  Reserve 
Raquireawnts 


A-10 
A-13 

A-H 

A-18 

A- IB 
A- 22 
A- 26 
A- 28 
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Equal  Treatment  Does  not  Justify  ti^oslng 
the  Burdens  of  System  Heabershlp  on  Forel9ii 

There  is  No  Monetary  Policy  or  Other  Juati- 
flcation  for  Subjecting  Credit  Balances  to 
Reserve  Requirements 
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ANALYSIS  OF  PBDBRAL  RESBRVS  BOMID 
PBOPOSED  CHANGES  III  B.R.  7325 


Interstate  Branching 

1.  (lS(a)]  Reciprocal  Interstate  Branching 

2.  ilS(b))  Agencies  and  Cmercial  Landing  COHpaaies 

3.  [161    Grandfathering 

4.  (ITI    Hcoa  State 

Mandatory  FDIC  insurance 

5.  [IB]  Deposit  Inaurance 

Restrictions  on  Systen  HenlMrs 

e.    (19,20,    Foreign  Bank  Subaidiariea 

22-30] 
7.    [21]         Discriminatory  Reserve  Ratios 

Nonbank  Holding*  and  Activities 


Less  Critical 

10.  [It2]     Definition  of  'Agency*  and  'Branch* 

11.  13)         Definition  of  *Foreign  Bank* 

12.  [4]  U.    S.    Accounting   Principles 

13.  IS]  Section   2,    Title  Change 

14.  16]  Edge  Corporation   ReBcrves 

15.  [7-14]    Federal   Branches   and  Agencies 

16.  f31(a)]  Dnifomity  of  State   Regulation 

17.  131(b)]  Representative  Office   Reporting 

18.  [35-41]  Other  Anendments 
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STATEMEHT  C 
^  SDGGB5TI0MS  FOR  PROSPECTS 

FOR  IMPROVING  H.R.  7325 

Interstate  Branching,  Section  5 
Handatocy  Federal  Insurance,  Section  6 
System  Membership  Restrlctlona,  S*ctlan  7 
Honbanic  Holdings  and  Activitias,  Saction  8 
Grandfathar  Dates,  Section  5(f)  and  S(c} 
Nondepoeitory  Institutions 
Federal  Reports  and  Examination 
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July  12.    1977 


INSTinm  or  FORBIGN  BANlCBItS 
CO»DfEMTS   OM  H.R.    7325 


We  «|7pr«clat«  th*  Invitation  to  9iv«  you  the  views  of 
•  Institute  of  Foralgn  Bankers  on  H.R.  7I2S.  The  Institute 
abershlp  Includes  subsidiary  banks,  branches,  agencies 
1  representative  offices  of  foralgn  banks  ftcn  over  thirty- 
re  countries  directly  affected  by  the  Issues  before  you. 
■  total  Institutional  nMnbership  Is  142  and  Includes  the 
■t  Majority  of  the  foreign  bank's  operating  offices  in  the 
S.  Although  Its  nesibers  have  diverse  interests  and  views 
sane  subjects,  the  institute  is  here  speaking  foe  the 
lagenent  of  the  great  najority  of  operating  foreign  bank 
Cices  in  the  United  States  which  would  be   most  dlcectly 
Eected  by  the  proposal  before  you.   Because  these  foreign 
ikers  live  with  the  peculiarly  diverse  system  of  regulation 
the  U.  S.,  these  coaoents  derive  fron  that  experience,  not 
M  philosophical  vletfs  about  the  role  of  the  Federal 
rarmwnt  in  the  dual  banking  system. 
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The  job  of  analyzing  proposed  changes  in  foreign  bank 

regulation  and  presenting  the  foreign  bank  point  of  view  was 

given  to  the  officers  al   the  Institute  and  to  the  Institute's 

counsel,  Shaw,  Pittinan,  Potts  t   Trowbridge.    The  responsibility 

for  preparing  and  presenting  these  statements  is  shared  by 

the  following  who  are  here  to  answer  your  questions: 

Mario  R.  de  Luca,  Chairman,  Institute  of  Foreign  Bankers 
and  Executive  Vice  President,  Banco  di  Rcna,  N.l.C. 

Isao  tchikawa.  General  Manager,  Mitsubishi  Bank,  Ltd.,  H.V.C. 


1.   Foreign  Bank  Legislation  is  Mot  Heeded  Now 

In  a  series  of  statements  the  FRB  has  offered  three 
major  reasons  why  new  legislation  is  needed:   (a)   foreign 
banking  in  the  U.  S.  has  grown  rapidly  in  the  last  2  years; 
(b)  the  'patchwork*  system  of  bank  regulation  in  the  D.  S. 
results  in  differences  in  the  regulatory  treatment  of  foreign 
banks  and  domestic  banks;  and  (c)   regulation  of  foreign  bank 
offices  in  the  0.    S.    is  more  appropriate  under  federal  than 
state  administration. 

In  a  few  words,  our  response  Is  (a)  that  the  U.  S.  growth 
of  foreign  banks  has  conformed  to  world  econcmic  trends  and 
remains  low  relative  to  expansion  of  0.   S.    banks  abroad; 
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(b)   that  the  'patchwork,'  whether  it  be  chaoa  or  healthy 
diveriity,  is  an  Integral  part  of  bank  regulation  in  the 
Dnited  States,  creating  many  regulatory  differences  or  'advantages* 
among   the  various  claases  of  domestic  banks,  and  provides  no 
justification  for  singling  out  a  few  selected  differences  in 
foreign  bank  treatswnt  for  correction,  when  neither  dcaestlc 
nor  foreign  banks  complain  of  any  Impact  frc»  unfair  competition; 
Ic)   that  the  proposed  elaborate  federalization  of  foreign  bank 
regulation  serves  no  clearly  defined  needs,  trading  in  a  systcn 
which  has  proved  worksble  for  nany  years  for  one  which  would 
increase  the  cost  of  doing  business  and  create  years  of  un- 
certainty as  new  adnlnistrators  c^e  to  grips  with  unforeseen 
probleaa;  and  (d)  we  believe  that  the  FRB  capability  to  administer 
national  monetary  policy  Is  not  in  doubt  or  in  need  of  rein- 
forcement and  that  no  attempt  has  been  made  to  show  that  the 
PRB  should  or  would  take  any  presently  unauthoriied  action  with 
respect  to  foreign  bsnks  which  would  significantly  affect  the 
supply  of  money  and  credit  In  the  0.  S. 

K.  R.  7325  and  similar  proposals  are  not  the  product  of 
coD^siaints  from  Injured  domestic  banks  attout  the  regulation  of 
^oceign  bonks;  they  have  their  main  Impetus  from  the  federal 
*eoerve  Board's  accelerating  efforts  towards  centralising  and 
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federalizing  of  bank  regulation,   while  It  may  be  understandable 
foe  regulators  to  seek  to  extend  their  jurisdiction  to  the  ex- 
tent politically  and  legally  posaible,  in  this  time  of  pro- 
liferating regulatory  burdens.  Congress  should  insist  that 
specific  public  benefits  be  demonstrated;  It  la  not  enough  to 
rely  upon  philosophical  concepts. 

Conceptually,  some  of  the  Bill's  proposals  have  a  certain 
logic.   But  we  have  yet  to  see  any  analysis,  from  the  practical 
standpoint  of  business  and  econonics,  of  the  precise  need  for 
each  specific  change  proposed  and  of  the  potential  effect  of 
these  changes.   There  are  no  high  principles  vhlch  require 
federal  rather  than  state  regulation  of  foreign-owned  businesses 
or  foreign  comiBerce. 

We  all  subscribe  to  the  general iiation  that  bank  regula- 
tions should  not  give  unfair  competitive  advantage  to  either 
foreign  or  donestic  banks.  We  also  agree  that  foreign  bank 
activities  in  the  U.  S.  should  not  impair  the  administration 
of  monetary  policy.   The  many  witnesses  in  the  four  Congressional 
hearings  last  year  produced  no  evidence  of  such  unfair  competitive 
impact  or  that  monetary  policy  has  been  impaired.   He  believe 
each  of  these  possibilities  to  be  theoretical  and  not  likely 
to  become  realities  under  foreseeable  circumstances.  It 
appears  to  us  that  bank  regulators,  including  the  Federal  Reserve 
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Board,  and  onr  dtvestlc  bank  ooapaCltarB  mim   ganarally  in 
agr«<awnt  that  fm;«i9n  bankii  «r*  not  causing  any  aaoh  adverse 
effects  at  this  tl>«.   This  vi«M  is  sapportad  by  an  Indapandent 
study  two  years  ago  In  the  CosMerce  Departnant  report  to 
Congress  required  by  statute  on  the  status  of  foreign  invast- 
■ents.*  Ha  urge  that  a  present,  not  a  future,  necessity  should 
be  established  at  these  hearings  to  Justify  any  such  far-raaching 
legislation. 

He  believe  the  Bill  continues  to  be  premature.   The  need 
for,  and  nature  of,  any  change  intended  to  achieve  equal  treat- 
inent  will  be  »ore  readily  perceived  after  disposition  of 
proposals  pending  before  Congress  which  aay  change  the  oon- 
parable  treatment  of  donestic  banks  with  respect  to  certain 
critical  issues  of  the  Bllli   Interstate  branching;  Glasa- 
Steagsll  pollcyt  mandatory  universal  Federal  Reserve  System 
nembershlpr  and  Interest  earning  FRB  reserves.   We  do  not 
oppose  any  legislative  changes  creating  new  rules  applicable 
to  dooestic  banks  as  wall  as  to  foreign  bank  offices. 

-,^— ■■-.  -----—,■■ — :  to 

Agencies  or  Subsidiaries 

Kew  York,  California  and,  within  the  last  several  years, 

Illinois  are  the  main  states  attracting  foreign  banks.   These 


-■  S.,  Commerce  Dept., 

Oct.  1975,  Appendix  VIII,  p.  26. 
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states  are  motivated  to  angiwnt  and  protect  the  roles  of 
their  leading  cities  as  international  financial  centers. 
For  coapetitive  reasons,  the  international  foreign  And 
domestic  banks  must  follow  the  aarket  of  international  co^eerce 
to  the  world  financial  centers,   foreign  banks  in  the  U.  S. 
financial  centers  pursue  prlnarily  a  wholesale  banking  busi- 
ness incidental  to  their  international  activities.   Thus,  with 
a  few  exceptions,  they  coMpete  In  the  wholesale  market  with 
the  large  big  city  dooestic  banks,  and  not  in  local  retail 

The  exceptional  foreign  entry  into  retail  banking  has 
been  successfully  pursued  almost  entirely  through  a  state" 
chartered  subsidiary  branching  within  its  state.   Such  banks 
are  regulated  in  essentially  the  sane  Bionner  as  donestlc  banks. 
They  are  limited  to  a  single  state  (with  one  two~state  exception 
as  a  result  of  a  grandfather  eKenption  under  the  Bank  Holding 
company  Act,  which  is  no  different  than  that  accorded  to  a 
nupd>er  of  domestic  bank  holding  ccnpanies  operating  in  more 
than  one  state).  These  subsidiary  branching  systems, 
as  well  as  subsidiaries  mainly  In  wholesale  banking, 
are  owned  by  registered  foreign  bank  holding  cocapanies  and  sub- 
nit  to  the  nonbanklng  prohibitions  of  Section  4  of  the  Bonk 
Holding  Ccrapany  Act.   They  carry  federal  deposit  insurance. 
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Soae  of  tb^  bav*  mlmo   loinad  th*'  Fad«ral  Raavrve  Syat^  as 
Uieir  growth  raqolras  tiM  b«n«fita  of  ■■■bwahipi  just  as  do 
expanding  dcBestic  bank*.   Thua,  naithar  ratail  bonking  in 
the  D.  S.  noE  Bubaldlary  st«t«  banks  of  any  kind  owned  by 
foreign  banlu  are  significantly  affsctsd  by  Most  of  th«  changes 
proposed  by  tbe  Bill. 

The  Bill  KDuld  aaka  the  More  nodest  objectives  of  wholesale 
banking  aora  difficult  to  attain  and  will  have  little  effect 
on  the  few  foreign  bank  subsidiaries  aabltious  enough  to  con- 
pete  In  tbe  retail  doatestle  market.  The  likely  result  is  to 
discourage  foreign  bank  wholesale  cmpetltion  in  the  D.  8. 
Add  to  encourage  ac^ketition  at  the  retail  level.   The  only 
cleer  eoMplaint  about  foreign  bank  coMpetitlon  arose  several 
years  ago  in  California,  largely  because  of  foreign  retail 
expansion.   It  was  voted  down  in  the  California  legislature. 
Thus,  if  there  is  any  protectioniat  dcoestic  bank  support  for 
this  Bill,  It  la  pr<Aably  predicated  on  a  ni  sunder  standing  of 
tbe  Bill's  probable  oonsequences. 

The  sgencles*  of  foreign  banks  sre  not  depository  Institu- 
tions. They  exist  only  under  Hew  York  and  California  laws 
which  deny  then  access  to  the  deposit  market  and  do  not  permit 


*We  are  following  the  growing  practice,  and  the  definition  in 
this  Bill,  of  Including  as  agencies,  in  addition  to  the  Don- 
depository  Hew  York  and  California  agencies,  the  California 
'branches'  which  differ  only  in  that  they  can  accept  foreign 
deposits. 
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tb«m  to  act  •■  f iducikrlea.  *     Th«y  ar«  not  bwika  within  tlw 
meaning  of  the  Bank  Holding  Coapany  Act  and  othatt  f«d«ral  bait- 
ing   laws   regulating  dapoaitocy  Inatitutlona.      Ttwy  coapata 
with  nonbank  landing  inatitutlona  aa  wall  «a  In  the  wholaaalt 
conmexclal  banking  »arkat.      Large  donaatio  banka  alao  «aip«ta 
extensively,   by  varioua  nethoda.   In  tha  aawa  aazkatr  and  In 
doing  ao  also  oparata  largely  outaide  tha  fxaaawork  of  fadaral 
laws  governing  depoaitory  Inatitutlona. 

The   isaue  of   competitive  advantage  nay  wall  oohm  donn  to 
the  treaDnent  of   foreign  bank  direct  branchaa    (without  an 
intermediate   state  aul}sidiary}    in  the  only  two  atataa  where 
they  exist  in  significant  nuBbars,    New  York  and  Illinoie.     Maat 
of   the  recent  new  branchaa  have  been  in  IlllnoiSi  irtiich  hftS 
successfully  promoted  downtown  Chicago  aa  a  alte  for  foreign 
bank  branches  restricted  to  one  location.     The  branehea  eoapete 
with  the  big  city    international  donestlo  banka  for  the  hvalneaa 
of  depoaitors  and  borrowers  in  their  hoaa  oountxiea  or  thalx 
U.    5.    subsidiaries  and   for   the  buaineaa  of  the  D.   S.    beaed 
multinational  corporationa . 

Creates  pUfarencea  but 


Diveraitv 
Compatltii 


He  believe  that  some  degree  of  coaq^tltive  advantage  or 
disativantage   from  regulatory  differences  la  inherent  in  tha 

•Georgia  and  Florida  have  recently  adopted  New  tork  type  agene  A-' 
laws  to  attract  nondepository  otticea  of  foreign  banka  to  AtL^M 
and  Kiami,    but   substantial   agency  activity  haa  not  yet  devela^P 
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diverse  Aawrlcan  ayst^  of  bank  XMguIktim.   It  !■  difficult 
to  Bay  whether  foreign  banka  are  favored  or  disfavored  by  this 
ayst«a;  th«  FBB  has  drawn  no  conclusion.  But,  we  cepaat,  it 
is  clear  that  they  coi^ete  only  with  large  donestic  banks 
in  the  wholesala,  largely  intarnational ,  aarkatSi  except  tor 
the  small  numbar  of  retail  banks  which  hava  no  regulatory 
advantages  and  are  largely  unaffected  by  H.R.  7325.  Protecting 
the  big  city  daaestic  international  banks  from  foreign  bank 
cQMpe tit ion,  without  their  asking  Washington  for  such  help, 
over  the  objection  of  affected  states,  is  not  an  issue  requiring 
priority  in  a  full  Congressional  schedule.   Congress  is  not 
busy  equalising  regulatory  burdens  of  different  classee  of 
dODcstic  banks  which  do  not  expect  such  perfect  justice.   Why 
are  foreign  banks  singled  out  for  an  analysis  of  legal  'advantages' 
resulting  fron  the  diversity  of  the  American  scheme  of  bank 
regulation?   It  is  a  systen  of  choices  of  benefits  and  restric- 
tions, intelligently  made,  with  competitive  implications  taken 
into  account  at  the  time,  not  cenplained  of  later  on.   To 
deny  the  l^enefits  of  this  diversity  only  to  foreign  banks 
would  ba  clearly  diserininatory  and  cannot  be  justified  by 
coaiparisons  to  centralised  mandatory  foreign  regulatory  systems. 
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The  cegulatlan  of  banks  in  the  United  States  is  unique 
in  the  world  in  that  it  offers  those  regulated  greater  flexi- 
bility and  diversity  in  choosing  among  nathods  of  regulation. 
The  most  important  federal  banking  regulations  allow  their 
jurisdiction  to  depend  on  whether  or  not  banks  elect  to  sutmit 
to  that  jurisdiction,  which  means  that  the  banks  decide  whether 
or  not  the  benefits  outweigh  the  restrictions.   Among  the 
Major  regulatory  options  pertinent  to  this  Bill  are:   (a) 
membership  in  the  Federal  Reserve  System  which  imposes  reserve 
requirements  and  many  other  regulations  flowing  from  the 
Federal  Reserve  Act;  (b)   membership  in  the  FOIC  with  its 
■ysten  of  regulations  as  a  condition  of  obtaining  deposit 
Insurance;  (c)   expansion  through  subsidiaries  under  the  Bank 
Bolding  Company  Act  with  its  closely  regulated  exemptions  from 
prohibited  nonbank  affiliations;  (d)  organization  under  either 
fedsral  or  state  law,  with  important  resulting  differences 
in  regulation.   The  essentially  discriminatory  nature  of  this 
Bill  arises  from  the  denial  of  the  most  important  of  these 
choices  to  foreign  banks.   Hore  specifically,  the  major 
discriminations  of  this  Bill  against  foreign  banks  are  as  follows: 
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Ona-state  location  reatrlctlona  on  branehei  and 
agencies  engaged  In  wholesale  banking,  proposed 
to  equalize  eonditlone  for  foreign  bank  dooestic 
banks,  vould  in  fact  accentuate  the  disadvantage 
under  which  foreign  banks  now  operate  in  competi- 
tion with  the  extensive  multlatate  wholesale  banking 
activities  of  their  donestic  conpetltots. 
This  Bill  would  deny  to  branches  and  agencies  the 
opportunity  to  branch  In  secondary  states  which  penult 
entry  explicitly  by  statute,  a  posalbllity  open  to 
doBostic  state  banks  In  the  event  reciprocal  Inter- 
state branching  arrangenents. 

Mhereas  domestic  banks  may  elect  to  expand  either 
by  the  subsidiary  route  under  the  Bank  Holding 
Ccrapany  Act  restrictions  or  by  branches  under  appli- 
cable federal  or  state  statutes,  foreign  banks  are 
denied  a  choice  because  they  are  compelled  to  become 
bank  holding   companies  without  owning  any  shares 
in  a  bank  subsidiary  in  the  U.  5. 

Despite  the  fact  that  Congress  for  good  reason  United 
the  Bank  Holding  Company  Act  to  holdings  of  depository 
banking  Institutions,  this  Bill  would  a^ly  the  pro- 
hibitions of  that  Act  to  nondeposltory  foreign  bank 
agencies  but  to  no  domestic  nondeposltory  institutions. 
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(ej   Aa  r«p««t«dly  and  again  recantly  pointed  out  by 

the  Chairman  oE  PDIC,  mandatory  deposit  insurance 
or  substitute  surety  arrangeaents  are  either  un- 
workable or  diacrininatory. 
(fl   ?RB  reaarve  reguiresenta  and  other  restrictionB 
on  nsmbars  in  the  Federal  Reserve  System 
mandatory  only  for  foreign  bank  branches  and  agencies 
which  are  part  of  foreign  banking  ByBtemB  with  world- 
wide aasetB  exceeding  $1  billion  ia  another  special 
rule  exclusively  for  foreign  banka.   The  growing 
intereat  in  the  opportunity  to  withdraw  frco  Syatea 
membership  and  the  FRB  responsive  proposal  to  equalize 
the  burdens  of  FRB  and  state  reserves  deaonstratea 
the  importance  to  dcmestic  banks  of  the  option  not 
to  becone  a  System  mmnber. 
He  believe  it  ia  misleading  to  justify  the  proposals  which 
are  discriminatory  in  terms  of  the  principle  of  national  or  equal 
treatment  of  foreign  and  dcmeatic  banka.   If  discriminations 
are  imposed,  it  should  be  anticipated  that  they  will  be  questioned 
In  the  light  of  the  bilateral  and  multilatecal  treaties  and 
egreenents  which  express  principles  of  nondiscrimination  on 
which  the  U.  S.  has  provided  world  leadership  in  recent  decades. 
The  rhetoric  of  equal  treatment  cannot  soften  diacriainatory 
results. 
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S.     fttrntan  B»afc  Oaumtlonw  in  th«  U.   8.   ar* 

Haavily  and  Btt*ctlvlY  Kagulafd'  ' 

The  myth  ha*  arisen   that  the  0,   6.    offices  of   foreign 
banks  have  an  advantage   in  being  under -regulated   relative  to 
U.    S.    national  or  state  banks.      In  fact,    foreign  banks   in   the 
0.    S.    are  nore   heavily  regulated   than  many  donestic  banka. 
At   the  state   level,    they  are  regulated  by   the   banking  depart- 
■ents  of  Hew  York  and  Californis,   and,  nore  recently,   Illinois, 
all  aoney  center  states     with  aora  in-depth  experience  in 
foreign  bank  regulation  than  any  federal  agency  at  this  time. 
These   states  have  learned   to  adniniater  reciprocity   success- 
fully and  to  reflect  national   policy  as  necessary  through 
regular  consultation  with  appropriate  federal  agencies.     They 
have  developed  special   rules   to  assure  adequate  resources   in 
the  U.    S.    for   the  protection  of  U.    S.    customers.        They  know 
how  to  ezaaine  banks  which  nalnly  operate  in  the  international 
market.      Foreign  bank  applications  Cor   licenses  or  charters 
are  granted  by  Kew  York.    CallCornla  or  Illinois  only  after   a 
full   investigation  of   comiunity  need   and  prospective   soundness. 

Despite  the  contrary  impression  created  by  proponents  of 
last  year's  foreign  bank  bill,  all  foreign  banking  activities 
in  the  U.  8.,  including  branches  and  agencies,  are  subject  to 
signiCicant  federal  regulation  and  reporting  because  of  the 
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forelgnness  eithsr  of   thsir  ownacshlp  or  of  th«lE  operations. 
This  include*  for  exai^le.    In  addition  to  r^ortlng  to  and 
examination  fay  the   state  supervisorsi      univaraal  voluntary 
con^iliance  with  FRB  narglnal  reserve  requirements    (conparable 
to  certain     Regulation  M  and  D  requirements) f    racordkeeping 
and  reporting  required  by   federal   statute,    administered  by 
tha  Treasury  Department,    in  connection  with  specified    inter- 
national  transactions)    periodic  foreign  exchange  reports  to 
Treasury;    monthly  foreign  bank   status  reports   to  the  FRB, 
from  which  the  PRB  receives  any  and  all  Infomation  It  requests 
for  monetary  policy  or  other  purposes.      Furthermore,  most  of 
tha  deposit  business  of  foreign  banks  la  conducted  by  state 
chartered   subsidiaries  which  are  subject  to  the  Bank  Holding 
Caapany  Act  and  the  Federal  Deposit  Insurance  Act;   no  new 
legislation   Is  needed  to  provide  then  with  national  or   equal 


World  Trends 
The  widespread  assumption  of  extraordinary   foreign  bank 
growth  in  the  U.    S.   siay  go  to  the  question  of  whether   foreign 
bank  legislation  is  too  urgent  to  wait  for  the  legislative 
decisions  mentioned  earlier,    which  may  equally  affect  forvign 
and  doeiestic  banks.     However,   there  Is  no  suggestion  in  any  of 
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tbe  variODB  pcopo»«ls  for  f0r«lgii  b*nka  cagulation  that  tiMir 
purpose  Is  to  curCail  tha  growth  of   foreign  banks   in  tha  Onitsd 
States  bac«ua«  th«y  have  too  «uch  of   this  country's  banking 
business!    rather  there   is  general  acknowledgaMnt   in   the 
four  bearinga   last  y«ar  that  this  growth  has  been  beneficial 
to  the  United  States. 
\^       ThB  growth  of  foreign  bank  operations  in  the  □■   5.   is 
not  one  of  the  aany  probloas  facing  tha  doMestic  banking 
industry.     The  inoraasa  in  foreign  bank  assets  In  the  United 
States  over  the  last  decade,  and  particularly  in  cooMerclal 
lendlj»g>*  Is  a  response,  irtiich  should  have  been  anticipated 
aid  welcoaed,    to  the  groirth  of  I).    S.    banking  activities  abroad, 
the  grotfth  of  Bultinatianal  banking  worldwide  and  the  growth 
of  international  trade  and  investnent  worldwide.     The  assets 
of    foreign  branehea  of  0.    S.    banks  continue  to  be   three  tines 
that  of  the  assets  of  all  forma   of   foreign  banking   in  the  United 
States  and  both  are  growing   at  co^arable  rates. 

The  United  Statee  has  more  banks  in  the  top  100  banks  of 
the  world  than  any  other  country.  The  U.  s.  banka  are  better 
represented  in  the  world's  leading  financial  oentars  than  the 
banks  of  any  other  oountry.  if  Hew  York  City,  the  leading 
financial  center  of  the  world,  failed  to  attract  and  hold  the 
presence  of  Most  of  the   largest  banks   in   the  world,    there  imuld 


■Except  as  otherwise  noted,   all  statistical  cosnents  are  based 
on  sources  originating  with  the  Federal  Reserve  Board  Bulletin, 
its  Bonthly  suniBariea  of  foreign  bank  reports  and   Its  other 
published  data. 
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be  cause  for  concern  about  the  future  role  of  that  city  aa 
an  international  financial,  monetary  and  payvants  center  and 
perhaps  also  about  the  role  of  the  U.  S.  dollar  a«  the 
leading  means  for  intematlnal  payments.  If  New  York  City, 
because  of  federal  law,  was  the  only  window  foe  foreign  bank 
participation  in  the  U.  5.  market,  other  money  center  cities 
would  have  a  justifiable  complaint. 

If  there  were  cause  to  ytorty   over  foreign  invasion  of 
U.  S.    banking  markets,  the  critical  fact  would  be  the  relativi 
levels  of  deposits  because  deposits  are  the  basis  on  idilch 
ccnmercial  banking  is  built.   Even  given  the  benefit  of  all 
interpretations,  foreign  banks  still  have  less  than  3%  Ol   all 
U.  5.  coiranercial  banking  deposits,  composed  nostly  of  dapositi 
of  foreign  customers,  of  u.  S.  affiliates  of  foreign  eorpoxat 
and  of  foreign  central  banks.   The  conparable  deposit  figures 
on  tj.  s.  bank  invasion  of  the  banking  markets  of  foreign  cenm 
are  in  most  cases  many  tljnes  greater. 

Even  if  one  is  willing  to  compare  the  growth  of  foreign 
banking  in  the  U.  S.  and  U.  S.  banking  abroad  solely  la  tezBS 
of  assets,  the  last  several  years  or  even  the  last  ten  ye*rs 
are  misleading  periods.  U.  S.  banks  »ad*  their  surge  in 
expansion  abroad  between  ten  and  twenty  years  ago  and  led  the 
way  towards  nultinational  banking.   The  leading  banks  of  ottae: 
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ta]OE  capital  axportlng  oountriaa  hava  followad  In  tha  laa-t  tan 
y«axB,  particularly  in  tha  laat  aavaral  yaara. 

To  laprova  furthar  tha  parapactiva  on  grcwthi  we  ahould 
biiilt  down  the  foraa  of  foreign  bank  activity  which  allegedly 
have  advantagaa  over  dOMeatlc  banki. 

FRfi  Btatiatica  shot*  foralgn  bank  aaaata  to  b«  roughly  ona 
>>«lf  attributable  to  agenciei,  one  quarter  to  lubaldlaries 
■ml  one  quarter  to  branches.   A  large  part  of  theae  aubaidlary 
■■wtt  arc  those  of  tha  mall  number  of  lubtidlarlea  branching 
^ttaatate  into  retail  J»anklng.   The  moat  rapid  foreign  bank 
**Panaion  in  racant  yaara  haa  raaultad  froai  one-shot  acquisitions 
'V  Choae  few  banks  electing  to  cosqiete  in  the  retail  aarketa 
through  state  chartarod  banks  with  intrastate  branching  ayatena. 
nieis  retail  banking  syatsaa  do  not  have  the  advantages  alleged 
>V  proponents  of  foreign  bank  laglslaticn,  as  explained  earlier, 
rhus,  subsidiary  growth,  one  quarter  of  foreign  bank  assets 
ji  the  U.  S.,   la  to  a  large  extent  irrelevant  to  tha  issues 
resented  by  H.R.  7325. 

Tha  agencies  of  foralgn  banks  are  not  depository  Institutions. 
B  mentioned  earlier,  they  exist  to  date  under  New  York  and 
allfornla  laws,  which  deny  then  access  to  the  market  for  deposits 
nd  tha  opportunity  to  act  as  fiduciaries.  They  are  not  banks 
Ithin  the  Meaning  of  the  Bank  Holding  CocDpany  Act  and  other 
aderal  banking  laws.   Their  domestic  conpetitors  are  not  only 
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the  big  vholesale  banks  but  also  nonbank  landing  inatitntion* 
of  various  typea.   The  growth  of  aganclH,  about  half  of  all 
foreign  bank  assets,  is  of  questionable  aigntflctuw*  to  the 
issues  at  hand. 

Thus,  the  growth  of  branch  assets  ebont  one  quarter  of 
foreign  bank  assets  in  the  D.  8.,  Is  the  growth  prlMazlly 
relevant  to  this  Bill. 

II   Key  Issues  of  H.R.  7325 

1.   Interstate  Branching 

Multistat*  branching  is  the  threshold  isane  without 
which  foreign  bank  legislation  would  not  have  gotten  started. 
This  Bill  gives  equal  treatment  among  banks  priority 
over  equal  treatment  among  cities  coveting  for  the  buslBees 
which  derives  frcn  international  financial  canter  atatue. 
It  would  impose  a  federal  prohibition  to  block  effectively 
efforts  to  attract  foreign  B)ank  branches  to  Kaliy  iJepOTtent 
cities.  The  only  justification,  the  protection  of  competing 
domestic  banks,  does  not  stand  up. 

Existing  law  and  practice  effectively  lialte  foreign  baaKS 
seeking  to  coi^ete  In  V,   S.  retail  pwrkets  to  the  eiae  ma- 
state  restrictions  ma   apply  to  dcaestic  banks.  Any  eubetantial 
penetration  of  retail  banking  BMrkets  requires  thst  foreign 
banks  operate  by  means  of  subsidiaries  which  are  able  to  branek 


,,Google 


LCtut^  their  state  ot  tneozporation.     Such  foralgn  boidcB  are 
>l*^^C£t  to  Section  3(d)   of  the  Bank  Holding  Covpany  Act,  which 
■*^^lcte  banking  In  any  aecondary  atata  except  as  expressly 
attK^d,^  ^  a  statute  of  that  state.     The  Interstate  branching 
ssa«  poeed  by  this  Bill,   therefore,  relates  solely  to  the 
|'ti°l'ttsale  banking  market.      In  contrast  the  evotlonal  and 
ptillosi^hlcal   controversy  among  dcmestlc  banks   is  mainly  con- 

^'nied  with  branching  for  purposes  of  expanding  retail  markets. 

Dill  Bill   should  be  extricated  from  the  domestic   interstate 

^ftnching  controversy. 

The  recent  succeee  of  Oilcago  in  attracting  several  dosen 
'oielgn  bank     branchea  in  about   two  years  could  not  have  occurred 
Onder  the  House  or  PRB  bill.      New  foreign  bank  activities   In 
Uie  U.   S.   would  tend  to  be  concentrated  In  the  several   largest 
lonay  center  cities  to  the  detriment  of  other  growing  financial 
:ent*ra.      Georgia  and  Florida  have  recently  adopted  an  agency 
.aw  of   the  New  York  type.      They  are  watching  the  Chicago  ex- 
■erlencB   to  aae  if   limited  branching  will   be  necessary.      Over 
.he  next  decade  Houston,    Philadelphia,    Hlnneapolts,    Hew  Orleans 
ind  many  other    leading  cities  nay  decide   to  attract   foreign 
lanka   In  an  effort  to  stimulate  International   finance  and 

There  are  no  public  policy  grounds  on  which  the  Pederel 
lovemaent  ahould  block  such  forward-looking  and  constructive 
ilvlo  and  eoonosdc  aspirations.      On  the  contrary,    existing 
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federal  law  [Sactlon  3(d)  of  the  Bank  Roldinq  Coqiany  Act] 
anablaa  any  state,  explicitly  by  atatute,  to  admit  subsidiary 
banks  owned  by  out-of-state  banka,  whether  foreign  or  dooestlc. 
It  has  been  federal  policy  to  discourage  anticorapetltlve 
geographic  restraints  on  coninerce  of  all  hinds,  and  an  exception 
in  the  case  of  the  rights  of  states  to  determine  whether  to 
adnlt  foreign  banks  serves  no  public  interest. 

Significant  niultistate  branching  by  foreign  banks  is 
largely  the  result  of  Chicago  opening  up  to  foreign  banks, 
many  of  which  were  already  branching  in  New  York  and  San 
Francisco.  Illinois  concluded,  after  carefully  studying 
experience  in  other  states,  that  foreign  banka  could  nost       { 
•ffactively  be  attracted  to  Chicago  in  the  long  of  branches. 
The  controversial  issue  of  retail  branch  banking  was  avoided 
by  linlting  foreign  banks  to  a  single  site  in  downtown  Chictqo. 
The  result  has  been  no  controversy  with  the  Illinois  banking 
connunity  and  a  ]»oost  to  international  connerce  and  finance  in 
Chicago.   Should  this  have  been  prevented  by  federal  law?  If 
not,  it  is  difficult  to  justify  denial  of- a  comparable  oppor- 
tunity to  other  cities,  which  may  in  the  future  have  siaiilar 
progressive  plans,  if  «rd  vhen  the  laws  of  their  states  are 
amended  to  permit  such  entry.  This  Bill  would  bring  about  an 
artificial  concentration  of  new  foreign  banking  in  Hew  Xork 
City,  the  dominant  U,  3.  noney  center  and  logical  *ho»e  atate' 
choice  for  most  foreign  banks,  and  would  lock- in  the  pceeolnent 
positions  of  California  and  Illinois  as  well,  because  many  large 
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foreign  bonks  ara  already  thar*.   It  ia  Intareating  that 
these  benetlclary  atatea  do  not  aaak  and  vigorously  ^>pose 
any  such  prefarred  poaitions  baatowad  by  fadaral  intervention. 

The  hearing  recoEds  of  last  year  establish  that  large 
donastic  banks  ara  far  Bor*  active,  by  any  count.  In  inter- 
state wholesale  banking  than  are  foreign  bank  branchea.  In 
sonpariaon  with  44  foreign  banks,  12  large  U.  5.  banks  have 
about  33  tiaea  the  aggregate  niaber  of  locations  outside  their 
tame   atate  in  about  10  tlmea  the  nunbar  of  states.   Neither  group 
:>f  banks  do  any  appreciable  interstate  retail  deposit  banking 
sutside  their  hone  atate.*  Kultlstate  banking  by  large 
loaestic  banks  takes  various  fonas,  which,  put  together,  nake 
up  a  formidable  capability  including;   loan  production  offices; 
Dperaeing  nondepository  subBldiaries;  grandfathered  multistate 
holdings  of  banks  by  bank  holding  conpaniesi  multistnte  4(c)  IS) 
closely  related  activities  of  bank  holding  cotnpanlesi  and  Edge 
net  cortorationa .  The  inability  to  accept  depoaita  does  not    i/ 
restrain  a  New  York  bank  fzom   performing  other  valuable  banking 
aervices  in,  for  example,  Houston  for  a  Houston-based  customer 
and  arranging  to  accept  that  customer's  deposits  in  New  York. 
Pron  the  standpoint  of  competition  In  wholesale  banking  the     / 
location  of  deposits  can  be  a  relatively  minor  aspect  of  the 
relationship. 


■  The  retail  banking  exceptions  are  subaldiarlsa  grandfathered 
onder  the  Bank  Holding  Ccnpany  Act,  which  could  be  Insurad 
retail  banka.  There  ia  one  such  foreign-owned  bank  and  more 
than  8  dcmestic  banks  grandfathered. 
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The  ccobined  effect  of   these  Kultlstate  activities,   a« 
reported  in  the  fcaerlcan  Banker's  series   last  year  on  this 
subject,  is  smanariied   in  Exhibit  A.      It  shows   that   12  dcweatic 
banks  have  1,550  offices,   other  than  their   hone  state  branchat, 
in  up  to  34   states.      By  comparison   44   foreign  bonks  have  67 
operating   locations,    largely  In   3   states*   outside   the   state  of 
their  main  business.*     Existing   law  permits  uninhibited  multi- 
state  wholesale  banking  and  financing  by  domestic   banks.      FWBi!ii 
bank  opportunities      are  far  more   limited,    largely  due   to  state 
restrictions.     To  Illustrate  bow  these  figures  are  coc^osed, 
we  are  appending  «■  Bxblblt  B  one  of   the   serials  which  cover 
one  large  bank's  nationwide  activities. 

foreign  bank  multistate  branching,   primarily   in  the  whole 
sals  banking  markets  of  Hew  York  and   Illinois,    constitutes 
the  belated  catching  up  with  large  domestic  competitors  which 
are  active  wherever   the  money  markets  take  them,    at  home  and 

2.       Honbank  Affiliatlona 


This  Bill  proposes  that  foreign  bank  branches  «nd  agencies 
be   treated  as   though  they  were  subsidiaries   in  order   to  bring 
then  under  the  restrictions  against  nonbank  holdings  or 
affiliations  presently  contained  in  Section  4  of  the  Bank 


>  ProM  Table  17  of  i^pendlx  to  Governor  Mitchell's  Dec.  12,  19T5 
statement  before  the  House  Subcoanittee  on  Financial  Institu- 
tions Supervision,  Regulation  and  Insurance. 
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Idlng  Campany  Act.  The  Act  has  not  been  applied  to  bank 
inches  or  agencies,  whether  forei9n  or  domestic  owned, 

do  so  HOuia  distort  the  Act's  stcucture  which  Is  designed 

regulate  controlling  shareholdings.   On  this  point,  the 
lociatlon  of  Bank  Holding  Ccoipaniss,  conmentlng  in 
>tenber,  1975  to  the  House,  Banking,  Currency  and  Housing 
nittee  on  the  Federal  Reserve  Board  bill  (H.R.  5617), 
[ected  to  the  application  of  the  Bank  Holding  Copipany  Act 

foreign  bank  branches  and  agencies,  calling  it  a  'legal 
;tion'  inviting  misinterpretations  of  federal  and  state 
itutes  governing  domestic  banking  activities. 

Me  submit  that  it  is  discriminatory  to  apply  the  pro- 
>itione  of  that  Act  as  though  foreign  branches  and  agencies, 
I  not  domestic  branches,  were  subsidiaries  owned  by  their 
id  offices.   It  is  more  sharply  discriminatory  to  at>ply 
;  prohibitions  of  an  Act  clearly  focused  on  depository 
ititutions,  because  of  the  potential  for  abuses  by  those 
tmitted  to  take  the  public's  freely  deposited  money, 

a  class  of  nondeposltory  institutions,  namely,  foreign  bank 
sncies,  solely  because  of  foreign  ownership. 

The  Section  4  prohibitions  of  that  Act  are  peppered  with 
ly  exemptions  because  Congress  has  found  that  many  nonbank 
Filiations  may  be  useful  or  at  least  harmless.   One  of  these 
sction  4JCM9) )  reflected  Congressional  recognition  in  1970 


it  foreign  banks  are  permitted  many  nonbank  afliliationa_abro.ad__ 

1  that  these  affiliations  might  be  gj^ggcted,  increasingly  in  a 

Id  of  growing  international  commerce,  to  do  business  in  the  unite 
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states.   The  Congress  left  it  to  the  expertise  of  the  Federal 
Reserve  Board  to  define  by  regulations  what  exemptions  appli- 
cable to  foreign  bank  holding  companlee  would  be  permitted 
without  conflicting  with  the  essential  objectives  of  the  Act. 
The  reason  for  this  restraint  still  makes  sense:   in  the 
absence  of  abuse,  the  Federal  Reserve  Board  should  not  becoae 
unnecessarily  entangled  in  direct  regulation  of  foreign  banks, 
requiring  disclosure  and  policing  of  shareholdings  abroad 
to  an  extant  without  precedent  in  many  foreign  countriea. 

The  resulting  FRB  regulations  under  Section  < (c) (9)  are 
concerned  with  whether  the  foreign  bank  holding  company  Is 
mostly  active  abroad,  whether  the  nonbank  holding  is  mostly 
active  abroad  and  whether  the  U.  S.  activities  are  incidental 
to  foreign  or  international  business.   However,  securities 
affiliations  prohibited  by  the  Glass-Steagall  Act  were  expressH 
not  exempted  by  the  FRB  regulations,  so  that  foreign  And 
domestic  bank  holding  companies  are  treated  alike  in  this  resp^ 

This  recent  history  is  pertinent  because  it  tells  us  SOMC- 
thing  about  the  extent  of  the  problem  of  nonbank  holdings  by 
foreign  banks  with  U.  5.  activities.   There  have  been  very 
few  divestitures  ordered  by  the  Federal  Reserve  Board,  mostly 
involving  smaller  businesses  without  signif ica;)ca  to  bank 
competition  or  to  the  economy. 
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Section  4(c)(9)    and   t)i«  exat^tiva  ragulatlona   laauad 
«r«und«r  wara  Intandad  to  coaprcmlaa  tha  principle  of 
Uftl    treatTn^nt-  »ith   fh-  .-.r^v.ntn^n   fh^h  ,»n»  foreign  banka 
ve  amre  dlvaraa  actlvltlea  than  domaatlc  twnta  and  that  the 

S.    Gov<"-"T|fnT    -'■""''*  *"  ^.^fmii^yl   froB  attawptinq 
tratcrrltycl**  iWjIiJ.^HBiT'of  the  aftalra  of   toralqn  franfca. 
•cial  FBB   foma  were  developed  for  registration  and  reporting 

foreign  bank  holding  conpanlea  to  avoid  undue  diacloaure 

Information  not  required  to  regulate  their  activitiea  in 
e  U.   S.     It  will  be  much  more  diltioult  to  draw  thia  line 

the  case  of  hone  offices  and  their  branchea  and  ageneiea, 
leh  are  a  tingle  legal  entity,   than  in  tha  caae  of  aepaxatsly 
corporated  parent*   and  aubaldiaries.      The  problan  could  bear 
Me  res«Hblance  to  the  difficultlea  which  PDIC  haa  perceived 

the  extraterritorial  adnlniatratlon  of  Ita  Xct. 

He  draw  the  coneluaion  (a1  that  foreign  banks  do  not,  to 
.y  significant  extent,  have  nonbank  holdings  which  would  not 
:  exoapted  under  Section  4  and  (b)  that  coverage  of  branchea 
■d  agencies  would  require  a  troublesone  degree  of  control  and 
sporting  regulronents  Inposed  by  the  U.  S.  Govarninent  on  the 
onign  activities  of   foreign  banks. 
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3.   Securities  Affiliations 

The  question  remains  as  to  whether  our  cone-luslons  on 
nonbanK  holdings  and  activities  in  gan«ral  can  be  applied  to 
the  controversial  subject  of  a.   S.    securities  affiliatca  of 
forei9n  ban)(s.   The  proponents  of  the  need  foe  new  lagiilation 
have  viewed  Section  8  of  the  Bill  as  primarily  a  Glsss-Stsagall 

Controlling  foreign  bank  interests  in  securities  fiist 
are  almost  entirely  in  New  York  City.   Nhile  nost  of  these 
firms  engage  prijuarily  in  the  distribution  and  dealing  in 
securities  for  foreign  accounti  some  participate  in  underwriting^ 
syndicates  where  international  capability  is  required.   The 
appropriate  Congressional  ccnmittees  should  perhaps  consider 
whether  the  Glass-Steagall  Act  should  be  extended  to  foreign 
Shareholders,  including  banks,  in  the  context  of  the  advantages 
and  disadvantases  of  foreign  investment  in  the  U.  8.  securitia^^ 
industry,  as  well  as  in  the  context  of  cM^tercial  bank  regu- 
lation. We  doubt  that  the  full  scop*  of  this  lasu*  tita  eaail^rf 
into  the  subject  of  this  Bill. 

Me  suggest  that  the  problem  of  securities  affiliations  is 
limited  to  foreign  bank  branches.    Subsldlsries  are  already 
covered  and  agencies  are  nondepository  Institutions  which  pro- 
bably were  not  intended  to  be  covered  by  the  Glsss-Stesgall  A^f- 

Less  than  a  dozen  foreign  banks  with  U.  S.  branches  own 
over  5t  of  the  voting  shares  of  U.  S.  affiliates  which  might 
be  subject  to  Section  S(a)  of  the  BilL   Seme  of  these  aay  very 
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h-2f 

«#ell  not  be  engaged  in  the  type  of  Bscurlties  actlviclea  irt)lch 
would  be  prohibited  by  an  aaendmant  to  the  Slaaa-Staagall 
Act  to  cover  foreign  banka  and  clarify  ita  prohibition*. 
The  Federal   Reaerve  haa  aald,    upon  propoalng  Ita  original  bill 
In  December,    1974,    that  the  aecuritiea  atClliatea   'have  llttl* 
coopetitlve  impact  within  the  aecuritiea  or  banking  induatzlea.' 

tfhile  not  disagreeing  In  principle  with  the  atated 
national  or  equal  treatment  purpose  of  thia  Bill,  we  would 
point  out  that  the  Glasa-Steagall  iaaua  poaaa  a  naedlesa 
confrontation  with  thoae  foreign  bank*  and  central  banks  which 
are  concerned  with  reciprocity.     The  foreign  banks  ara  engaging 
in  Becurittes  activities  in  order  to  conpete  at  hoaM  and  in 
■ost  parts  of   the  world.      U.    S.    banka  engage  in  theae  activities 
Uroad.      To  the  extent  that  foreign  banks  are  engagad  in 
■ecurities  activltlea    in  the  United  States  aa  a  natural  extension 
o'  their  major  aecuritiea  activities  which  are  abroad,    there 
^e  practical  reasons  for  sxen^tion  froo  or  compromiae  with  a  purlat 


application  of   the     adage   'in  Rome  do  as  the  Rosians  do.' 
Whatever   is  done,    there   la   sound  reason     to  do  it  by 
'Mending   the  Glass-Steagall  Act  and'avolding  Qlass-Steagall 
'easona  for  burdening  thia  Bill  with  the  cooplex  lionbank' holding 
Prohibitions  of  the  Bank  Holding  CoNpany  Act. 

Finally,   our  later  comients  to  the  effect  that  non- 
Ai set ini nation  requires  grandfather  exemptiona   apply  «a  much 
to  securities  affiliates   as   to  the  divestiture  of  «ny  other 
type  of  business. 
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*,      mndatory  FDIC  Irt»ur«nca 

The  Bill  provid«B  In  Section  6  for  surety  borula  oc  asset 
pledges  as  a  substitute  foe  admittedly  unworkable  mandatory 
federal  deposit  insurance. 

The  justification  for  mandatocy  federal  deposit  insurance 
must  either  be  a  perceived  ne«d  to  protect  the  public  deposi- 
tors (the  purpose  of  the  Federal  Deposit  Insurance  Act)  or  a 
novel  concern  that  the  uninsured  have  a  ccopetitive  advantage 
over  insured  institutions.   As  pointed  out  earlier,  foreign 
bonks  are  generally  disinterested  in  the  retail  banking  market, 
with  the  exception  of  those  few  subsidiary  banks  which  branch 
intrastate  for  retail  purposes.   The  latter,  along  with  all 
other  foreign  bank  subsidiaries,  lor  both  business  and  legal 
reasons,  are  in  every  case  already  members  of  PDIC.   Thus,  the 
issue  concerns  only  those  foreign  bank  offices  which  do  not 
deal  with  the  depositing  public  to  any  significant  extent. 

It  seems  obvious  that  Mandatory  insurance  should  not 
apply  to  agencies  which  do  not  take  domestic  deposits.   The 
deposit  business  of  branches  is  composed  of  foreign  customers, 
subsidiaries  of  foreign  corporations  or  the  multinational 
U,  S.  corporations.   As  the  Chairman  of  the  FDIC  has  repeatedly 
advised,  the  deposit  business  of  foreign  banks  is  not  with  bank 
customerB  requiring  the  FDIC  type  of  protection. 
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He  cannot  beliave  that  a  aarloua  argunant  ia  being  «ada 
that  inauranca  abonld  be  xaqulrad  of  foreign  t>ank  l>ranchea 
not  dealing  with  a  pnbllo  raquirlng  FDIC  protection  in  order 
to  burden  them  with  an  onneeessary  coat  nerely  becauae  thalr 
dcnestic  canpeCitora  Incur  that  coat  and  in  exchange  buy  the 
benefit*  of  the  inaurance  which  Inoreases  their  acceaa  to 
tree  fnnda  frcn  depositors  with  account*  small  enough  to  be 
protected  under  the  roiC  ceilings  on  insurable  amounts. 

If,  as  FDIC  has  adviaed,  deposit  Insurance  cannot  be 
ixposed  without  either  unduly  exposing  the  FDIC  fund  to  foreign 
risks  or  iaposing  surety  conditions  which  are  clearly  dls- 
criainatory,  it  aeema  clear  that  the  solution  offered  by  the 
Bill  of  Buraty  conditions  without  benefit  of  Insurance  Is  tha 
most  discrininatory  solution  of  any  which  have  been  proposed. 
There  la  no  eoaipenaating  juatification  in  terms  of  federal 
policy  or  the  public  intereat. 


Mandatory  FRB  Reserve 

Requirements  and  Other  Member 

Bank  Restrictions 

a.   The  Section  7  Issi 

le   Should  be  Narrowed  to 

Remirenents  Related  to  Monetary  Policy,  i.e.. 

Section  7  authorizes  the  FRB  to  Impose  restrictions 
applicable  to  systera  member  banks  to  foreign  bank  branches,  . 
agencies  and  ooanercial  lending  companies.  The  key  queation 
Is  what,  if  any,  of  such  restrictions  are  required  by  federal 
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Monetary  policy.  Although  many  disagree  that  >oaetary  policy 
justifiea  Sactlon  7,  It  ia  a  aore  respectable  justifioatioit 
than  the  notion  that  noMMaOMrahip  in  the  Syateai  la  unfair 
coaipetition. 

The  FBB  aathority  in  section  7 (dj  to  apply  the  Many 
and  diverse  reatrictionB  of  the  Federal  Reasrve  Act  regulationsr 
in  addition  to  reserve  requlraBents  aore  specifically  aathoriied 
by  Section  7  (a) ,  Mould  nake  Section  7  tantamount  to  Mandatory 
Systeo  membei'ship.   It  the  SubcooBlttee  Beans  to  reject  awndatory 
Bembership,  as  indicated  last  year.  Section  7(d)  should  be 
deleted.   It  has  little  to  do  with  Mandatory  policy,  and  its 
discriminatory  results  are  not  even  softened  by  the  billion  dollu 
size  condition  applied  to  Mandatory  reserve  requirements 
(Section  7 (a) ) . 

Likewise,  if  monetary  policy  ia  the  concern,  FRB  power 
in  Section  7(e)  to  veto  the  approval  by  state  authorities  of 
foreign  bank  applications  for  licenses  of  branches  and  agencies 
and  for  state  charters  for  commercial  lending  companies  is 
extraneous  nnd  seems  unduly  aggravating  to  the  states  concerned. 
It  should  be  dropped. 

To  avoid  conpounding  the  discriminatory  reaults  of 
mandating  federal  reserve  requirenents,  the  FRB  authority 
should  be  curtailed  so  that  reserve  ratios  on  foreign  bank 
operations  could  not  be  higher  than  'for  domestic  banks  and 
so  that  reserves  could  not  be  required  for  types  of  foreign 
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>ank  tr«nk«etiona  which  ar*  not  appllad  ttt  oeaparttbl*  deaastia 
bwik  tranMictlona.     The  Moat  likaly  azwlaa  eC  tba  latter 
ue  the  mtplloatioa  of  r«*«rv«  rnqnlraaaitta  to  ocvdit  balane** 
ImU  by  nondapoaitory  agencies  and  advancea  frc«  foreign  hoaw 
oltleem,  both  of  which  tha  FRB  haa  iadleatad  wonU  probably 
Ik  lubjacted  to  reaorve  raqnlraManta. 

b.     The  Billion  Poller  Blaa  Dlatlnetlon  F«lla  to 
gpra  tha  Piacrjatwatorv  Denial  of  the  Choice 
to  be  a  Wwwawbar  Benh  Subject  to  State  Rather 
than  Federal  B*aerye  Raqulr^Mhta. 

If  Section  7  la  thua  atrlppad  down  to  nondlaerlaiaa'- 
«ry  reaerve  feqniraaenta.   the  central  qnaationa  are  whether 
E*d«ral  reaarve  raqnlroBanta  are  disorlMlnatory  and  wbatber 
tbey  are  needed. 

The  fundaaantal  arguaent  that  what  la  right  for  over 
)>*lf  of  tb>  do«eatlo  banka,   naMely,   tba  option  to  ba  outalda- 
th«  Syato*,   cannot  ba  wrong  for  foreign  bank  branches,   haa  been 
■M  by  proponcnta  of  the  Bill  by  the  application  of  a  aise 
dlitlnction.      Ondar  the  Bill,  FRB  reaerve  reqnireaanta  would 
Wy  be  applied  to  foreign  banka  with  worldwide  aaaeta  exeeadtug 
SI  billion.     Bven  if  anch  a  novel  and  arbitrary  diatinotioB 
txted  on  alie  «ade  good  law,  which  ia  highly  doubtfol,   the 
■tandard  ia  greaaly  diatorted  by  including  the  overaoaa  naeeta 
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of  a  worldwide  banking  systsm  tot   purpoaes  of  eoBparlng  ■li«« 
of  banking  businesses  In  the  U,    S.  subject  to  U.  8.  r«gul«tioB. 
The  subsidiary,  branch  or  agency  in  the  U.  S.  la  a  aeparate 
enterprise  which  must  return  a  profit  to  Its  foreign  owners 
or  be  abandoned.   Furthemore,  the  hone  office  and  other 
overseas  components  of  the  systea  are  subject  to  the  reserve 
requirements  of  foreign  governments  and  foreign  central  banka. 

TO  compound  the  discrlninatlon.  Section  7  Makes  no 
provision  for  foreign  banks  to  be  allowed  acceaa  to  Federal 
Reserve  privileges  on  equal  terms  with  domestic  banka.   Purtbet- 
nore,  the  site  distinction  ia  only  available  aa  a  limltatioa 
on  mandatory  reserve  requirements  (Section  7 (a) ) i   tba  FRB 
is  authorized  to  Impose  the  many  other  restrictions  a^lleabla 
to  member  banks  on  the  operations  of  smaller  foreign  banka. 
It  would  seem  that  the  size  distinction  is  more  window  dreaai»9 
than  a  reflection  of  any  Intention  to  purge  the  Bill,  or  even 
Section  7,  of  discriminatory  consequences. 

The  denial  to  foreign  bank  agencies  and  branchea  of 
the  choice  of  being  members  or  nonmember  banka  cannot  ba  vttMtA 
from  abroad  as  anything  but  discrimination  unlea*  the  arbitrary 
size  distinctions  are  applied  to  domestic  banka  aa  wall  aa  to 
foreign  banks.  The  fact  that  dcmestic  bank  policies  will  not 
accomnodate  such  a  change  points  up  the  fact  that  the  foreign 
banks,  because  they  lack  a  U.  S.  political  constituency,  are 
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ne  targeta  of  pr^osad  traaUMnt  ttnaoa«pt«bl«   to  doaaatie 
ajika,  vhich  la  pceclaely  the  circivatanca  that  tha  prinalpl* 
f  national  oc  aqual  traataant  ia.intandad  to  pravsnt. 


Thara  haa  bean  no  attempt   by  the   PRB  to  denonatrata 
:h«  need   for  PRB,    rather   than  atata,    raaarve  raqulrementa   In 
the  specific   tarag  of  the  aggragatea  of   types  of   tranaactlona 
W  be  covered.     He  think  it  naoaaaary  for  tha  aaka  of  clarity 
to  geparate  domestic  monetary  requireownts  from  the  much  more 
caVlex   laaue  of  whether  and  how  the  U.    S.    Government   should 
influence  the   flow  of   funds   in  and  out  of   the  country.      Me 
°u  conclude  rather  quickly   that  deposits   subject  to  reaerva 
r^ulrenenta  controlled  by  foreign  banks  are   inconsequentially 
nail  in  relation  to  dcmeatic  deposits  beyond  the  reach  of 
^  raserve  requirenants.      He  believe  that  only  foreign  bank 
bnncbea  are  relevant  for  thia  purpose:     agencies  do  not  have 
d^oaitfli   Sgg^Jjip  7,  we  hope,   deliberately  and  correotly  avoida 
coverage  of   fore ign-oon trolled  atata  bank  aubaidiaries.. becauae 
te  do  so  would  be  blatantly  discriminatory.      Ao  of  June  30, 
ine  (ubaidiaries  accounted  for  about  704  of  dapeaits  of  tha 
D-  S.  operations  of  foreign  banks.     Foreign  bank  branches 
account  for  a  fraction  of   11   of  deposits  of  all  banks   in  the  O.   S 
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It  can  hardly  be  disputed  that  tha  quantities  of 
tcansactlona  by  foreign  bank  branches  subject  to  reserve 
requironenta  are  far  too  saall,  actually  or  potentially,  to 
affect  adversely  0.  S.  dooestic  laonetary  policy.  Even  it  tha 
quantities  were  to  become  much  larger  or  even  if  subsidiary 
deposits  and  agency  credit  balances  were  added,  the  i^>act 
would  still  not  be  significant,  particularly  after  allowing 
for  the  effect  of  state  reserve  requirements,  which  approxl- 
■ate  the  federal  ratios.   The  principal  difference  between 
state  and  federal  reserves  is  that  the  state  regulrswents  are 
so  applied  as  to  permit  a  moderate  yield  on  funds  in  reserve, 
whereas  PRB  reserve  funds  are  sterile.   Tha  FRB  has  recently 
asked  Congress  to  reduce  Membership  burdens  by  liberalising 
this  sterility  policy  in  the  face  of  the  increased  withdrawals 
of  dcraestic  bank  nembers  of  the  System.   This  move  denonstratas 
that  voluntary  membership  is  profoundly  important  to  the 
domestic  banking  industry. 

Me  will  not  pause  over  the  debate  on  whether  reserve 
requironents  are  an  effective  tool  of  monetary  policy,  exc^t 
to  say  that  the  respectable  doubts  have  been  well  set  forth 
before  your  Subcommittee  by  other  witnesses  dgrlng  Ia«t  year's 
hearings  on  this  subject. 
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It  can  be  reasonably  conclu'led  that  the  need  for 
L  Reserve  Board  jurisdiction  over  foreign  bank  operations 
United  States  to  avoid  impairment  of  domestic  monetary 
has  not  been  established,  probably  because  the  need  is 
sre.   It  has  merely  been  asserted  and  not  seriously 
by  the  Federal  Reserve  Board  in  the  four  Congressional 

d.  The  Requirements  of  International  Monetary 
Policy/  while  Potentially  Important,  Cannot 
be  Met  by  Hondiscrtminatory  FRB  Reserve 
RequlrCTients 

International  monetary  policy  is  a  thornier  problem 
me Stic  monetary  policy.   It  cannot  be  dented  that 
1  bank  operations  in  the  U.  S.  are  on  the  fringe  of  the 
)  problem  of  whether  and  how  national  governments  can 
lid  influence  the  jnfomjf  i,^n.^  f]nu  r^f  f..nrtn.   U.S. 
1  econemlc  policy  in  general  seeks  by  example  and  by 
ice  to  discourage  nationalistic  controls  over  the  Inter- 
il  flow  of  investments  and  money.   The  international 
ry  controls  attempted  by  the  United  States  in  the  past 
ten  deliberately  moderate  and  limited  to  times  of  stress. 
It  notable  effort  has  been  the  federal  Reserve  Board 
iry  control  program  of  the  early  seventies,  which  used 
lion  without  teeth  to  induce  conwierclal  banks  to  cooperate 
itional  balance  of  payment  objectives.   There  was  full 
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compliance,  demonstrating  the  value  of  voluntary  progran*. 
Current  re8tr«ints  are  limited  to  the  4%   raaerva  raqulr*- 
ments  contained  in  Regulations  H  and  D  affacting,  anong  oth*r 
things,  borrowings  by  U.  S.  banks  from  foreign  offices  of 
foreign  banks  and  from  U.  S.  banking  offices  abroad,  primarily 
Eurodollar  borrowings,   cooporable  reserve  raqairanaiitB  w*ra 
effectively  imposed  in  1973  on  foreign  bank!  Mlth  D.  S.  opsEatlMU 
by  the  simple  expedient  of  a  letter  request  by  the  PRB  to 
each  foreign  bank  office,  and  compliance  by  foreign  banks  has 
been  complete,  demonstrating  agata  the  inherent  powor  of  the 
FRB  to  regulate  by  request  for  voluntary  action,  trtiether  by 
domestic  or  foreign  banks. 

What  new  authority,  then,  is  needed  to  enable  the  Federal 
Reserve  Board  to  implement  international  monetary  policy  through 
regulation  of  foreign  banks?  This  question  must  be  considered 


in  the  coni 

:ext  of  controls  over  the  large  international  doaestiC 

banks,  whi< 

:h  account  for  most  of  the  in  and  out  K>vc«ent  of 

funds,  and 

of  controls  over  multinational  corporatione  and 

nonbankin^ 

financial  Institutions,  which  account  for  a  Bidnl- 

flcant  part  of  such  movements  of  funds.   If  atandby  or  MMr^nc^ 

controls  ai 

not  reserve 

negotiatiot 

1  on  coordinated  action  Is  necessary  between  the  ma1or 

capital  exporting  countries  at  the  level  of  governaents  oc 
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In  any  evant.   It  1«  clear  ^|lflS   ^9E»iqi>  bank  operation! 
in  the  Unlfd  Stataa  provide  — raly  a  facilitY  for  tha  n»viMit 
of  funds  which  alao  aove   through  do— »tJ,o  banka  or  oonbankvc.r' 
a>  econoiilc   forcea  dictate.      The  volumes  would  be  only  slightly 
affected  by  the  availability  of   foreign  bank  offices  in  the 
□nited  States.      The  FRB  could   indeed  have  problM»B  arising 
froo  flows  or  potential   flows  of  dollars  l>et>wen  other  countries 
and  the  u.  s.     But  the  noce  Important  international  pressures 
and  movements  are  not  dependent  upon  the  foreign  banks  having 
offices  here.      Effective  dealing  with  probloms  of   these  kinds 
would  depend  <u>on  international  economic  negotlationa  of  very 
btMd  scope.      It  would   therefore  not  be   realistic   to  expect  the 
regulation  of   the  D..  S.   offices  of   foreign  banks   to  achieve 
any  signif  ioant  results  in  governing  the  novement  of  funds 
into  or  out  of   this  country.  .     , 

Obviously,   the  FRB  does  need  information  about  banking 
(derations   in  thla  country,    but   it  has  ample  access  and   no 
liaits  on  Its  opportunity  to  obtain  whatever  it  needs.      Foreign 
^nk*  operating  in  the  united  States  already   supply  more  data 
through  their  monthly  reports   than  do   the  domestic  nonmember 
buks  and  have  always   supplied  whatever  dsta   have   been  requested, 
'^ther  directly  or  through  state  supervisors. 
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If  seriouB  consldaratlon  is  to  b«  glvwt  to  mtaaSby 
or  permanont  controls  over  the  international  flow  Of  fondSi 
the  subject  requires  far  more  study  than  it  has  yet  rttceivod. 
Legislation,  if  appropriate  at  all,  oust  be  designed  in  the 
broader  context  of  the  regulation  of  donestio  international 
banks,  as  well  as  foreign  banks.  This  Babrn— itt«e  hm»   showi 
Interest  in  studying  this  larger  question.  The  Senate  Banking 
Conmittee  has  Initiated  such  a  study.   Tbe  Federal  neserve 
Board  has  apparently  not  completed  its  study  of  the  foreign 
operations  of  U.  S.  banks,  part  of  the  work  of  the  task  force 
which  reconoended  the  foreign  bank  legislation  proposed  by 
the  rRB  in  December,  1974. 

It  seems  to  us  that  neither  deawstio  im»  intenational 
nonetary  policy  requirenents  have  yet  been  defined  Which 
dictate  an  urgent  need  for  legislation  of  the  kind  imder 
consideration  for  foreign  bank  regulation. 

e.   Equal  Treatment  Does  not  Justify  Imposing 
the  Burdens  of  System  Membership  on  Foreign 

Quite  apart  from  monetary  policy  requireaents,  the 
past  testimony  of  the  Federal  Reserve  Board  has  aoggestad  that 
the  principle  of  equal  treatment  requires  that  foreign  bank 
operations  in  the  United  States  be  subject  to  FRB  reserve 
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raquiraventa  for  the  raason  that  th«  FRB  r«c*rv«s  «t«  ataril* 
Aile  BtBta  r««BrvaB  have   ■nti  •Bxnlng  (upacity.      Tha  argoMnt 
HI  persuasively  dieputad  by  the  taatlMony  last  yaar  of  tha 
boference  of  State  Bank  Saparviaors.      ror  preaant  purpoaaa 
t  la  anough  to  aay  that  the  analyaia  of  aconoHio  affacta  Of 
BB  reaerre  raqnlr^wnta  and  tha  ocvpansatln?  baaafita  of 
aabership   is  caq>lax>   bat  laada  to  oo  oonoluslon-      It  la 
qpropar  to  add  unnecessary  regulations  for  the  purpoaa  of 
qoalixlng  bnrdena.     Furthermore,   the  FRB  has  propoaad  zmmoving 
oat  inequality  betwaen  doaaatio  OMMbar  and  nowbar  banks  by 
Uowing  earnings  on  PRB  raserras.      It  nay  be  noted  ttiat  this 
roposalt  now  tha  aubject  of  haaringa  in  the  8enat«>   is  one 
ore  reason  why  the  disposition  of  the  foreign  bank  problsM 
iqht  reasonably  be  daferrad  until  larger  refora  isaoaa  involving 
m  doaastlc  banking   industry  have  been  resolved. 

Even  if  attcapting   to  equate  costs  wade  eenaei    foreign 
tanks  have   found  that  In  qanaral   the  coat  of  funda  for  their 
•ptratlons  in  the  United  States  are  higher  than  the  cost  of 
'imds  of  their  U.   5.   conpetitors.     The  funds  of  foreign  bank 
Mavehes  and  agencies  in  tha  Onited  States  Bust  all  be  acqnirad 
>t  a  price,  whether  they  be  froM  foreign  or  doaeatlc  sources, 
•ttweai  their  doaMstic  eonpetitora  acquire  a  large  part  of  their 
'otdt  at  little  or  no  cost  as  depoaits  fron  tha  public.     Coupled 
with  the  fact  that  money  coats  aonawhat  Bore  in  arast  foreign 
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countrlea   than  in  the  United  States   today,    it  ftppaara   to  be 
a   safs  conclusion  that  the  average  cost  of   £andB  of  foreign 
bank  branches  and  agenoiaa   in  the  United  States  ia  higher 
than  the  average  cost  of   funds  of   the  large  donestic   international 
banks.     Thus  it  appears  likely  that  the  lapositlon  of  sterile 
federal   reserve  requir^enta  on  a  mandatoey  basis  Mould  not 
equalize  but  rather  would  exaggerate  an  inherent  adrantvge 
of  domestic  banks  over   foreign  banks. 

The  desirability  of  mandatory  PBB  reserve  r*qulre«eilta 
should  be   judged   strictly  in  tents  of  the  requirwaents  of 
monetary  policy  and  not  colored  by  allegations  of  cost  advan- 
tages based  on  too  narrow  an  analysis  of   this  coatpleii  subject. 


An  incidental  question  is  whether  nondapository  foreifB 
bank  agencies  or    'coionerclal    lending  ccmpaniea*    (H.Y.    Investaant 
cooipaniea)    should   be    included   In  any  proposal   for  mandatory 
PRB  reserve  requirements.      Agencies  and  New  York   investMent 
companies  are  not  subject   to  domestic  reserve  requlrenentSf   st«U 
or   federal,    because,    not  being  banks   in  the  ordinary  sense, 
they  are  not  permitted  to  accept  domestic  deposits.      Dowsitlc 
nonbank   lending   institutions  are  also  free  of  reserve  require- 
ments.     Neither  have  deposits   on  which  reserves  might  be  maintiinrf 
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both   have   credit  balances,   which  are  nalntain«d   tor 
poses   of   specific   transactions,   unlike  deposits.      Savings 
.    loan   associations,    savings  banks,    finance  companies,    factors 
I  others  who  extend  credit  are  not   subject   to  bank-type 
lulations. 

The  FRB   intention  to  use  Section  7   to  classify  credit 
lances   as  deposits  to  extend   the  reach  of   its  reserve  requlre- 
nts  disregards   state  and   federal  classifications  of  long 
Bndlng.     It  is  Important  to  understand  that  credit  balances  maln- 
ined  by  agencies,    by  coimercial   lending   companies   for   foreign  bank* 
d  by  other  domestic  nonbank  lenders  are  different  than  the 
posits  maintained  by  banks  and  have  not  been  subjected  to 
B  or  state  reserve  requironents  because  of  that  difference, 
e  Hew  York  Banking  Department  has  extensive  experience  In 
ainlsterlng   the  distinction  between  credit  balances  and  pro- 
bited  deposits.      Credit  lialancea  are   liabilities   to  custcmers 
kit  arise  out  of,  or  ore  related  to,  business  transactions 
nductad  by   the  agency  or  other   lender   for  a  customer.      Bxaa^les 
:a  funds  received  as  proceeds  of  a  draft  collected   for  the 
utoBer,  or  cash  collateral  for  a  letter  of  credit,  or  the 
tlance  of  a   loan  that  the  custooier  has  not  yet  used,   or  payraenta 
01^  drafts  discounted   for  a  customer.      The  customer  may  not 
leu  checks  against  these  credit  balances,   or  maintain  such 
lalanoBB  for   purposes  unrelated  to  transactions  with  the  agency. 
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These  balances  nomally  change  rapidly  as  transactions  are 
completed.   Because  o£  their  special  origin,  use  and  duration, 
they  do  not  serve  as  a  means  by  which  an  agency  can  acquire 
funds  for  its  lending  purposes.    For  these  reasons,  credit 
balances  are  essentially  similar,  not  to  bank  deposits,  but 
to  the  custoner  accounts  maintained  by  nonbanks,  such  as 
finance  companies,  stock  brokers  and  factors.   We  want  to 
M^hasize  that  credit  balances  of  agencies  or  any  other  organ!- 
latlons,  lumped  with  deposits  In  the  Federal  Reserve  statistics, 
are  not  the  type  of  funds  which  should  be,  or  have  been  in 
the  past,  subject  to  federal  or  state  reserve  requirements 
of  any  kind. 

Me  should  add  that  the  Institute  does  not  object  to  foreign 
bank  offices  in  the  U.  S.  being  subjected  to  mandatory  Frb 
reserve  requirements  at  any  time  when  such  requirements  are 
Inposed  universally  on  dcoiestlc  banks,  as  the  Federal  Reserve 
Board  has  proposed  frcni  time  to  time. 
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INSTITUTE  OP  FOREIGN  BANKERS 

AHALXSIS  OF  PEDERU.  RESERVE  BOARD 

PROPOSED  CHANGES  IN  H.R.  7325 

ni«  Federal  Reserve  Board  ha>  proposed  to  this  Sub- 
°**lttee  amendments  to  R.R.  7325,  which  are  so  extensive 
"  to  be  tantamount  to  a  new  bill .   He  assume  that  th« 
SnbcoBolttee  will  be  seriously  considering  this  latest  FRB 
*«riion  of  foreign  bank  legislation  along  with  H.R.  7325. 
Accordingly,  the  Institute  offers  for  the  Subcoimittee's 
We  its  analysis  of  these  changes  in  H.R.  7325  recommended 
y  the  Federal  Reserve  Board.   Our  comments  are  grouped  by 
ufajsct  and  carry  bracketed  references  to  the  numbering  of 
Jk  proposals  in  the  staff  memorandum  of  the  FRB  forwarded 
to  the  Senate  and  House  Banking  Committees  under  Dr.  Bums' 
letters  of  June  1. 

I  Interstate  Branching 
1- 1" la)  1   Reciprocal  Interstate  Branching.   Section  5(a) 
would  be  modified  to  permit  reciprocal  Inter- 
state branching  arrangements  to  include  foreign 
bank  branches.   Although  this  federal  concession 
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to  the  dual  banking  syatARi  is  b*tt«c  than 
nothing,  unless  and  until  there  are  reciprocal 
a r range men ts  covering  doDestic  banks,  it  would 
provide  no  relief  fron  Section  5  for  those 
states  seeking  foreign  bank  participation  in 
their  Boney-center  lianking  markets  but  not 
ready  to  admit  the  large  domestic  banks  from 
out  of  state. 

Agencies  and  Commercial  Lending  Companies. 
As  amended  Section  5(a)  would  apply  interstate 
branching  restrictions  to  agencies  and  N.Y. 
investment  companies  ('commercial  lending 
companies"),  in  addition  to  branches.   The 
result  would  be  discriminatory  because  no  such 
restrictions  are  applied  to  domestic  nondepository 
financial  institutions.   Edge  corporations,  which 
the  FRB  seems  to  equate  with  agencies,  are  widely 
used  by  large  domestic  banks  to  cross  state  lines. 
Of  the  dozen  or  so  H.Y.  investment  companies 
over  half  are  owned  by  domestic  shareholders  who 
would  not  be  subject  to  Section  5  restrictions. 
There  la  no  escaping  this  blatant  discrimination 
of  shareholder  nationality.   More 
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qeiMrally,  ths  PRB'b  underlying  preaisa  that 
cradit  balance!  aaintainad  by  agencies  and 
invastaunt  coii^>anles  are  the  same  as  depoaits 
la  not  well  founded  In  law.   The  distinction 
is  impottant  and  enforced  under  New  York  and 
California  law  which  pcovlde  the  principal 
experience  in  thia  country  in  regulating 
nondepository  institutions. 


Grandfathering ■   Section  5(b)  would  be  changed 
to  update  to  May  23,  1977  the  May  l^?7fi  amnH- 
father  date  applicable  to  interstate  branching. 
The  FRB  correctly  points  to  the  need  for  up- 
dating.  But  we  assume  that  the  relevant  date 
should  be  the  time  at  which  foreign  banks  are    I 
effectively  on  notice  that  the  law  is  likely  to  \ 
be  changed.   Taking  account  of  the  legislative    S 
position  since  the  Introduction  of  the  FRB 
bill  on  December  J,  197*,  we  think  it  Is  un- 
reasonable to  have  expected  foreign  banks  to  have 
suspended  their  plans  for  investing  in  banking 
in  the  United  States  in  anticipation  of  any  of 
the  restrictions  In  the  various  bills  given 
consideration  since  that  time.   There  was  a 
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close  vote  last  year  on  the  floor  of  the  Bouae 
on  whether  to  retain  significant  interstate 
branching  restrictions,  and  the  Conference  of 
State  Bank  Supervisors  has  indicated  renewed 
opposition  thia  year.   Senator  Hclntyre's 
Bubcomiittee  has  exprftssed  tentative  views  for 
purposes  of  obtaining  coMMnts  last  year  which 
included  dropping  the  Interstate  branching 
restrictions.   Against  this  background,  foreign 
banks  have  had  no  reason  either  to  accelerate 
or  postpone  plans  to  apply  for  branch  licenses 
in  the  few  states  available,  nor  do  they  yet 
know  how  to  assess  the  likelihood  of  passage 
of  Section  5.   If  the  Conwittee  were  to  take 
the  position  adopted  last  year,  it  would  use 
the  approximate  date  of  reporting  out  a  bill. 
We  see  no  'reasonable  notice'  in  the  FRB  pro- 
posed date  of  introduction  of  the  Bill  (May  23), 
which  has  in  effect  the  rein troduct ion  of  an 
identical  bill  In  the  last  Congress,  without 
benefit  of  the  current  hearings.   He  urge  that 
the  date  be  the  date  of  enactment,  -but  if  this 
is  unacceptable  a  date  no  earlier  than  the  data 
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this  Bill  is  reported  to  the  aouiiaflooc. 

Home  State.  Section  5(c)  would  also  be 
changed  to  confom  the  selection  of  a  hone 
state  for  interstate  branching  restrictions 
to  expanded  coverage  of  agencies  and  invest- 
ment covpanies.  The  resulting  siMpli flection 
and  liberal  izat  ion  of  the  choice  of  hoete  state 
by  foreign  banks  operating  in  nor*  than  one  state 
Bakes  sense.   In  fact,  there  appears  to  be  no 
public  interest  served  by  denying  maxlnue  flexi- 
bility to  foreign  banks  to  change  the  election 
of  the  hoaie  state  at  any  tine  to  keep  pace 
with  the  changing  aarket  conditions  so  long  as 
they  do  not  increase  the'  extent  of  their  inter- 
state branching,  that  is  to  say,  that  they  do 
not  increase  the  nonber  of  states  in  which  they 
were  operating  on  the  grandfather  date  and,  of 
course,  are  confined  to  states  welcoming  their 

II  Mandatory  FDIC  Inauranoe 
Deposit  Insurance.   Section  6  would  be  changed 
in  accordance  with  the  reouswandatlons  ot-  the 
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Federal  Deposit  Insurance  Corporation,  except 
that  the  FRB  would  make  deposit  insurance 
mandatory,  rather  than  voluntary.   FDIC  has 
mode  it  clear  that  the  insurance  must  be 
coupled  with  special  and  inevitably  burdensome 
arrangements  for  surety  because  of  the  foreign- 
ness  of  the  insured  corporation,  and,  therefore, 
that  there  Is  no  way  to  impose  mandatory  insurance 
in  a  nondiscriminatory  fashion.   The  FRB  explana- 
tion does  not  address  the  FDIC  position  that  the 
insurance  is  not  needed  to  protect  either  bank 
customers  or  the  banks  themselves  for  the  type 
of  operations  conducted  by  foreign  bank  branches 
in  the  United  States.   The  FRB  has  implied  in 
the  past  an  equalising  justification  on  the 
assumption  that  foreign  bank  branches  are 
advantaged  by  avoiding  FDIC  premiums.  He  believe 
that  the  insurance  is  a  service  carrying  benefits 
bearing  some  reasonable  relationship  to  the  cost 
and  that  those  banks  not  engaged  in  retail  banking 
(which  with  rare  exceptions  are  foreign,  not 
domestic  banks!  should  not  be  pettalited  with 
ccn^ulsory  Insurance  coita   for  insurance  which 
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is  not  n*»dsd.  TtM  rBB  pEoposAl  tor  Mandatory 
inBUcanca  If   an  unmoasBary  disc  rimiiuit ion 
with  no  ralavanc*  to  fadaral  nor.etary  policy, 
thersby  undeminiiig  the  integrity  of  the  Bill. 

Ill  Reatrictiona  on  Syatem  Metribers 
,32-30]  Foreign  Bank  Subaidiaries.  Section  7  would 
be  changed  to  aubject  foreign  bank  subaidiaries 
to  the  FRB  reserve  requirements  and  to  the  many 
other  reatrictiona  itnposed  on  banhs  which  are 
■leinbers  of  the  Eystem.   Whatever  tenuous  arqumenlis 
are  available  to  apply  the  billion  dollar  size 
distinction  to  the  worldwide  assets  of  foreign 
banka  with  U.S.  branchea,  they  do  not  apply  to 
subsidiaries,  whether  wholly  owned  or  merely 
controlled  (2S%  of  the  voting  shares)  by  a 
foreign  bank.   Both  from  the  standpoint  of  business 
practicality  and  bank  regulation,  subsidiaries 
differ  from  branches.   For  example,  their  legal 
lending  limits  are  based  on  their  own  capital  and 
surplus,  not  that  of  the  parent.   They  are  subject 
to  federal  regulation  under  the  Bank  Holding 
Conpany  Act  and  the  Federal  Deposit  Insurance  Act. 
They  are  regulated  in  precisely  the  same  manner 
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aa  doaeatic  banks  and  have  no  place  in  this 
Bill.   To  deny  then  the  option  of  joining  or 
not  joining  the  System  because  of  the  size 
of  a  controlling  shareholder  is  to  indulge 
the  legal  fiction  that  they  are  the  same  as 
branches.   The  House  wisely  decided  last  year 
that  the  discriminatory  denial  of  the  right 
to  decide  whether  to  be  a  member  bank  could 
not  be  applied  to  subsidiaries  without  doing 
violence  to  the  equal  treatment  principle 
underlying  last  year's  (and  this  year's)  bill. 
Discriminatory  Reserve  Ratios.  Section  7(a) (1) 
would  be  changed  to  limit  the  authority  of  the 
Federal  Reserve  Board  to  discriminate  against 
foreign  banlcs  by  imposing  different  reserve 
ratios  than  apply  to  domestic  banks.   Presumably 
the  purpose  is  to  make  Section  7  less  vulnerable 
to  the  charge  of  discrimination  and  recognize 
that  the  authority  would  not  be  used  In  a 
discriminatory  fashion  with  respect  to  reserve 
ratios.   However,  the  FRB  coninent  makes  it 
clear  that  special  treatment  might  still  be 
imposed  on  foreign  banks  through  the  definition 
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and  classification  of  daposita,    including 
credit  balancsa.     Also,    tha  PRB  would  retain 
th«  right  to  ••leet  r*strt«tiona  applioabl* 
to  nMBber  banks   for  inqpoaition  on  foreign 
banks  without  bcds  of  the  accompanying 
benefits  of  neadB«r>hip  in  the- SyatsM.      Tha 
proposed  curing  of  authority  for  diacrlHinatory 
treatment  of    foreign  banks  should  be  axtanded 
to  all  features  of  Section  7. 

IV    Honbank    Holdings  and  Activiti— 
Orandf athating .      In  Baction  B(c) ,   restrictions 
on  the  grandfathering  of  securities  affiliataa 
would  be  renoved.     This  would  be  a  significant 
inprovenent.      Efowever,   the  ntfi  praposaa  retain- 
ing the  outdated  data  «f  introduotion  of  ita 
original  bill,  DeceiBber  3,   1974,  ae  the  grand- 
father data.     Our  coaments  on  the  interstate 
branching  grandfather  data  appl^  with  even  greater 
force  to  tha  retention  of  the  Section  8  grandfather 
date,  which  has-  significance  not  only  for  a«cutitiea 
affiliataa  but  for  the  foreign  bank  holdinga  of 
5  percent  Of  nore  voting  aharea  in  foreign 
industrial  and  trading  corporations  doing  business 
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In  the  United   States.      If   the  rationale   for 
the  grandfather  date   is  ■   reasonable  date  of 
notice  of   inpendinq  legislative  change,  we 
cannot   see  the  justification  for  two  different 
dates   in  the  aame  Bill.      A  date   nearly   three 
years  old   seems  patently  wrong. 
Exemption  for  Biiglnes8  Principally  toroad. 
Section  6  would  be   expanded  with  an  anendlBWt 
of   the  Bank   Holfling  Co^^^any  Act   codifying/ 
existing   regulations  exempting   foreign  Jwnk 
holding  companies  t/hiph  are   inca^pofated  by 
reference  into  Section  8<b}  and  adding  certain 
changes  which  both  liberalise  and  restrict 
existing  law.      The  Bill  would   in^rove   the 
.-Exemption  of   sharuhuldii iku  of  foreign  corpor- 
ations with  more   than   50  i^arcent  of   their  bvsines^ 
outside  of   the  United  ^Sbi tea  by  i  mu<  ing  the 
condition   that   they  not  be  subsidiaries  Of  the 
foreign  bank.      However,    this  progressive  aaend' 
ment  is  conditioned  on  two  new  restrictions   not 
presently  applied  by  the  Bill  or  the  Bank   Rolding 
Company  Act.     The  first  would  deny  the  SO  percent 
exemption  when  the  nonbank  activity  is  bank-related 
{in   the   sense  of  Section  4(c) (8)    of  the  Bank 
Holding  Company  Act) .      Whatever  the  rationale 
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for  foreign  bank  >xwiptlon»,  it  •••>•  illogical 
to  ba  Bor*  rMtrictiv*  on  •ctiTltias  of  a 
financial  or  b«nk-r«lat*d  natnr*  than  thosa  far 
reBDVBd  frcB  banking.   It  i«  tha  bank-related 
activities  which  are  aost  likely  to  be  an 
integral  part'of  the  ovaraeaa  banking  business. 
Second,  a  new  restriction  not  applicable  to 
domeBtic  banks  would  prohibit  nora  favorable 
credit  tarns  to  affiliates  than  to  other 
borrowers.  Hhila  this  principle  is  followed  in 
practice,  sufierviaion  and  regulation  of  the 
question  of  comparability  of  credit  terras  requires 
a  new  level  of  intimacy  in  the  daily  conduct  of 
of  the  banking  business.   Comparability  Is  a 
judgment  factor  far  more  complex  than  interest 
rates  and  maturity  dates.   If  the  Congress  were 
to  impose  (unwisely,  we  think)  this  form  of 
'price*  regulation  (the  price  of  borrowed  money) 
on  domestic  banks ,  foreign  banks  would  have  no 
grounds  for  objection,  but  to  make  this  Innovation 
for  foreign  banks  only  would  surely  be  construed 
abroad  as  another  discrimination  in  this  Bill. 
We  are  surprised  that  the  FRB  would  expose  Itself 
to  the  complex  administrative  task  of  enforcing 
such  a  rule.   He  should  add  that  the  last  para- 
graph of  the  FRB  explanation  of  this  proposal 
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states  sound  principles  of  extXAtex ritorial 
reatcaint  with  which  we  fuXIy  concur  and  wish 
only  that  they  could  be  inoc*  broadly  applied  in 
the  FRB  proposals  and  in  H.R.  732S. 

V  La»s  Critical  junendments 
Definition  ol  'Agency*  and  "Branch.'  Zn 
Section  Kb)  fl)  t  (3)  of  the  Bill,  the  definitlooH 
of  agency  and  branch  are  aodified  by  deleting 
'checks  are  paid  or  noney  ia  lent'  frc«  the  descr  - 
of  a  branch  and  adding  it  to  a  description 
of  an  agency.    The  FRB,  apparently  be- 
lieving that  a  mistake  vas  nade  by  your  Sub- 
committee last  year,  seeks  to  make  it  clear 
that  a  foreign  bank  office  which  accepts  deposit* 
but  does  not  lend  money  or  pay  checks  is  defined 
as  a  'branch.*  He  see  no  reason  for  this  Bill  te 
cover  offices  of  foreign  banks  which  do  not  engajt 
in  banking  and  the  many  nonbanklnq  organisatioas 
which  hold  funds  of  those  with  whca  they  do  basinMi 
The  FRB  seems  inclined  to  treat  such  funds  as 
deposits  wherever  possible.   The  proposal  is  likely 
to  create  more  problems  than  it  solves.   As  to  the 
definition  of  an  'agency,*  the  prc^osed  cbangs  sssa 
to  be  superfluous,  inasmuch  as  credit  balances 
are  by  definition  incidental  to  or  arising  out  of 
the  exercise  of  banking  powers,  thereby  tying  agenc 
to  banking. 
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Definition  of  'ForalgB  Bilk.'  In  Section  Kb)  (7), 
tiM  daflnitioa  of  a  'tormiqn   bank*  would  b«  WMndad 
to  cover  forsign  banks  principally  an^agad  in  bual- 
nass  In  the  tmitad  Stataa.   While  tha  Inatitute 
has  no  objection  to  this  porpoaa,  wa  auggeat  that 
tha  ntB  and  the  Congreaa  ahould  aake  op  their 
■inds  at  this  tiae  on  the  acopa  of  the  Act  and  not 
leave  it>  aa  provided  in  this  proposed  aaendaent, 
for  the  FRB  or  tha  Coaiptroller  of  the  Currency 
to  change  that  scope  by  regulation  in  order  to 
'prevent  evasions*  of  the  Act.   It  such  broad 
enthority  la  required,  it  saaaa  appropriate  to 
aacertatn  why  it  is  neceasary  and  how  It  would  be 
used  before  enacting  legialation.   The  result  would 
probably  provide  a  basis  for  your  Subcoomlttae  to 
focna  the  definition  of  foreign  bank  aore  sharply 
on  the  requlronents  of  this  Isgislation. 
U.  S.  Accounting  Principles.   A  new  Section  Kb)  (121 
wonld  be  added  to  require  U.  S.  accounting  principles 
to  be  applied  in  deten*ining  consolidation  tor  pur- 
poses of  the  aaset-sira  test  of  Section  7.   it  would 
be  difficult,  and  it  appears  to  us  unnecessary, 
to  require  banks  and  many  foreign  countries  with 
aceonnting  practices  as  wall  developed  aa  those  in 
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th«  United  states  to  maintAin  book*  on  a  different 
basis  for  purpos«*  of  ccnplying  with  U.  S.  law. 
It  would  aeem  that  this  should  be  done  only  if 
there  is  no  other  way  to  administer  the  purpose 
of  the  Bill  and  not  merely  to  facilitate  the 
adninistrative  work  of  the  regulating  Cttderel 
agency.   The  exemptions  in  Section  4[c)(9l  of  the 
Bank  Holding  Company  Act  have  also  applied  U.  S. 
accounting  principles  to  the  concept  of  consolida 
over  the  objections  of  foreign  banks  at  the  time 
these  regulations  were  published  for  comnent.   Tt^ 
problem  highlights  the  difficulties  of  extra- 
territorial regulation  called  for  in  Section  S,  ~9 
and  a  of  this  Bill. 

Section  2,  title  change.   IFB  takes  no  position. 
Edge  Corporation  Reaerves.   Section  3 (b)  would  be 
amended  to  remove  from  the  Edge  Act  the  Minimia* 
10  percent  limit  on  reserves  required  of  Edge 
corporations  in  order  to  permit  the  Board  to  aaiure 
competitive  equality  between  those  corporations 
and  foreign  bank  branches  and  agencies.   Although 
the  Institute  has  no  abjection  to  the  proposed  chw 
it  would  be  useful  to  recognize  that  branches  and 
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agMicias  of  foreign  bknka  *r*  dlff*E«nt  frooi  «acli 
othiE  and  frca  Ug«  coEpoxvtlona  and  tbat  a 
policy  of  ■•■uriof  campetiElve  «qu*lity  batwcan 
th**«  thrao  claaa««  of  fiaanolal  iustitiitianB 
would  B«rva  no  uaaful  purposot  wmiXd  eonfua*  th« 
Mtalniatratton  of  uiating  Inf  and  this  Bill  and 
would  raquir*  todoral  Intervention  in  privataly 
■anagod  onterpEiaos  whata  thar*  is  no  adaquata 
public  interaat  in  that  intervention.   It  would  ba 
halpful  for  tha  Comittaa  Raport  oo  tbia  Bill  to 
rajaot  explicitly  any  atiob  naw  atandaxd  oc  objactiva 
or,  if  a  contrary  daoiaion  ia  raacbad,  to  atata  it 
explicitly  and  with  appropriate  qualificatione  for 
porpoaea  of  tba  Bill. 

Federal  Brdnches  and  Agencies.   Propoaed  etkangea 
in  flection  *.  Saoanae  we  have  diaeovered  no  intereat 
aa  yet  on  the  part  of  foreign  banka  in  obtaining 
federal  licenaea  to  open  branebaa  or  agenciea  in 
tha  Tarioue  atatea.  Section  4  baa  a  low  priority  in 
tha  llMitad  tlae  we  have  to  pxeaent  our  viewa.  He 
have  authorised  our  counsel  to  diaooaa  thaae  changea 
with  tba  Conaittee  at«C£  if  the  COMoittea  believaa 
this  to  be  halpful.   Howaverr  we  abvuld  onphaaiEe 
that  our  ■embers  do  not  seek  a  federal  procecure  to 
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entar  statea   in  th«   fan  of  branches  or  agencies 
at  a  tiaa  when  that   state  espraaaea  through   ita 
Xawa  or  regulations  a  policy  to  discourage  the  entry 
of   foreign  b^nk  branches  and  agencies.      It   ia   funda- 
mental  to  our  position  on   Interstate  branching   that 
foreign  banks  are  relying  upon  the  state  bank   super- 
visors and   state  law  to  datemine  whether   foreign 
bank  branching  would  be  good  or  bad   for   that  parti- 
cular banking  Market, 
le.  [31(a))      Oniformity  of  State  Regulation.     A  proposed  new 

Section   7 (f )   concerns  branches  and  agencies   licensed 
by  the  federal  Governnent,   which  is  a   subject  with 
a   low  priority  for   foreign  banks  as  pointed   out 
above.      He  would  only  ccnment  at   this  point   that 
this  new  section  appears  to  carry  unnecessary 
implications  for   interference  with  those  states 
which  are  regulating  foreign  bank  branches  and 
agencies  end  In  all  caoes  doing   so  affectively. 
Although  there  appears   to  be  considerable   sinilarity 
In   state  regulations  designed  to  protect  bank  eus- 
tcners,   we   fail  to  understand  why  uniformity  Is 
desired  for  state  foreign  bank  regulation  but  no 
coiquuabla  uniformity  is  thought  to  be  necessary 
for  doBBBtic  banks. 
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Hapra— nf  tlTe  Office  K^ortlng.  Th«  propoMd 
new  Section  7(g)  apparently  contcaplatea  federal 
reporting  raqnir«»enta  for  foreign  bank  representa- 
tive offices  which  do  not  engage  in  banking.   We 
are  not  aware  of  federal  requlrenents  for  cooparable 
reporting  frca  the  Many  ont-oE-atate  offlcea  of 
dooeatlc  banks  which  are  located  where  they  have 
no  authority  to  engage  in  banking.   Thus,  the 
requirement  appears  to  be  discriminatory.   Foreign 
banks  frequently  axplore  the  proBpects  for  entering 
the  D.  S.  Market  by  first  opening  a  representative 
office.   To  be  confronted  at  that  stage  with  federal 
reporting  requlrenenta  would  have  some  dampening 
effect  on  the  early  stages  of  entering  the  U.  S. 
He  know  of  no  monetary  policy  or  other  clear  federal 
need  which  might  justify  this  new  dimension  of 
paper  work.   A  new  Section  7(g)  night  be  reworded 
to  achieve  a  broader  purpose,  namely,  to  assure 
the  FRfi  of  its  power  to  obtain  reports  on  all  foreign 
banks  conducting  banking  operations  in  the  U.  S. 
regardless  of  their  form.   This  would  cover  branches, 
agencies  and  subsidiaries,  but  not  representative 
offices  which  cannot  engage  in  banking. 
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18.(3S-41J  These  FRB  proposed  changes  are  either  technical 
or  primarily  of  administrative  concern  to  bank 
regulators.      Therefore,   ve   have  no  conunent. 
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IH5TITUTB  or  FOREIGN  BANKERS 
SIKGBSTKKIS  FOR  PROSPECTS 
FOR  IMPROVING  H.R.  7315 


Th«  lecord  of  laat  yaar'a  haarlnga  haa  alr«ady  made  it 
clear  that  this  Bill  •ncoapaaaaa  a  large  number  of  complex 
iaaues  end  haa  provoked  •  wide  range  of  opposing  viewa  fron 
both  banks  and  regulators  of  banks.   If  the  many  reaaona 
auggested  for  aetting  aside  this  ieglalation  at  the  present 
tl«a  are  not  persuasive  to  your  Subcomnittee  and  you  decide 
to  report  out  this  Bill  or  one  like  it,  we  urge  that  you 
give  consideration  to  a  nunbar  of  opportunities  to  Improve 
the  Bill  and  perhaps  to  minimize  some  of  Its  oppoaition. 
Without  abandoning  our  conviction  that  the  Bill  la  unnecea- 
■«ry  at  thia  tine  and  dlacriminataa  nor*  than  it  equalizes, 
w«  suggest  that  serious  consideration  be  given  to  the 
following  possibilities  Cor  major  Improvement a .   We  may. 
If  permitted,  submit  before  the  record  closes  further 
Suggestions  for  less  important,  but  nonetheiesa  uaeful, 
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changes  which  we  believe  should  also  be  considered  when 
the  Bill  is  marked  up. 

I  Interataty  Branchliw,  Section  5 

It  should  be  possible  to  reconcile  the  conflicting 
objectives  of  the  few  states  competing  for  international 
financial  center  status,  domestic  banks  worried  about 
prejudicing  the  sensitive  dMoestic  Interstate  branching 
Issue  and  foreign  banks  from  countries  which  do  not  inpose 
one-location  restrictions  on  U.  S.  bank  branches  In  their 
countries.   Section  3(d)  of  the  Bank  Holding  company  Act 
points  the  way  by  breaching  the  unconditional  McFadden  Act 
interstate  branching  prohibition  by  permitting  any  state 
to  authorize  explicitly  by  statute  entry  of  a  foreign  or 
out-of-state  domestic  subsidiary  bank.   The  proposal  is 
that  this  Bill  could  enable  interested  states  to  settle  the 
issue  of  foreign  bank  branching  explicitly  by  statute  (if 
they  have  not  already  done  so)  so  that  there  is  a  full  and 
fair  opportunity  for  the  banking  community  and  the  banking 
market  in  that  state  to  resolve  their  conflicting  interests 
through  a  local  legislative  process  Bansitive  to  local 
banking  and  civic  concerns.   The  result  would  be  to  preserve 
the  options  available  to  Atlanta  and  Miami,  and  possibly 
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other   cltleB  whleb  alght  later  daold*  to  mOatt   feraign  bank* 
under  lialtad  eonditloiM  prsvanting  antry  Into  ratall  Harkata, 
following  the  Illinoia  ezaBple  of  ana  branch  in  tha  Chicago 
financial  diatrict. 

If  the  foregoing  Badification  of  Saetion  5  ia  unaceeptabla> 
considaration  should  ba  given  to  grandfathering  the  etatee 
adeitting  foreign  bank  ^erationa,  rather  than  the  foreicrn 
banka.   Thia  approach  properly  recogniiea  that  intereata  of  the 
cowMunitlea  involved,  of  which  banks  are  only  a  part,  are  More 
iaportant  than  tha  Interaats  of  particular  doaMstic  banka  in 
protection  frca  foreign  coapetition.   It  would  peralt  Chicago 
to  continue  ita  auccaaaful  pro9ra«  of  attracting  foreign  bank 
branchea,  whicht  if  laat  year'a  bill  had  been  passed,  would 
have  cut  off  ijiportant  and  welcc«e  new  additions  to  the  growing 
international  banking  eoanunlty  of  Chicago.  The  disadvantage 
of  thia  approa^  la  that  it  precludes,  for  example,  Houston, 
Philadelphia,  or  aone  other  aspiring  city  from  ccsipeting  for 
international  financial  center  status.   However  it  would  pre- 
■uaably  be  oprni   to  thea  to  aeek   federal  legislation  In  the 
future  to  enable  new  state  legislation  to  admit  foreign  bonk 
branches  or  aganetas  to  have  its  intended  results.  Whether 
or  not  the  FRB  proposal  to  apply  interstate  restrictions  to 
agencies  is  adopted,  there  is  justification  for  grandfathering 
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those  BtAtM  which  hava  authorized  foreign  banka  to  operate 
banking  bualnesseB,  without  rogacd  to  the  forx  o1   organisation 
(branoh,  agsncy  or  aubsidiary) .  How  the  atate  permita  foreign 
banks  to  organize  under  state  law  should  not.  and  need  not. 
b«  a  Federal  Government  concern,  and  flexibility  >ay  well  be 
needed  by  the  states  in  determining  how  nuch  latitude  must 
be  accorded  foreign  banks  in  order  to  attract  then.   This  may 
be  particularly  important  to  Florida  and  Georgia,  which  are 
cnirrently  experimenting  with  Kew  York  type  agency  laws  and 
are  also  watching  carefully  the  experience  of  Illinois  with 
its  limited  branching  law. 

If  neither  of  the  foregoing  is  acceptable,  soaw  improve- 
ment can  be  obtained  by  liberalizing  the  grandfather  date 
as  we  have  suggested  elsewhere  and  by  providing  maxlanm 
flexibility  in  selecting  and  changing  the  "home*  state  and 
converting  frcm  one  to  another  form  of  business,  without 
increasing  the  nuaber  of  states  in  which  any  one  foreign  bank 
operates  on  the  grandfather  date. 

II  Handatory  Federal  Insurance,  Section  6 

FDIC,  the  federal  agency  with  direct  experience  In  the 
insurance  of  bank  depoalts,  has  again  set  forth  in  its  Hay 
25,  1977,  letter  to  your  Chairman  the  essential  parameters  of 
the  problem  of  Insuring  foreign  bank  branches: 
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(a)  It  is  inposBible  to  require  Insurance  without 
either  unduly  exposing  the  Insursnce  fund  to  foreign 
risks  or  discriminating  against  foreign  banks  by 
surety  arrangeroenta  to  avoid  those  risks. 

(b)  There  is  no  need  for  deposit  insurance  for  foreign 
bank  branches  and  agencies  because  of  the  wholesale 
nature  or  international  nature  of  their  business  or, 
conversely,  the  absence  of  any  significant  amount 
of  domestic  retail  business;  foreign  banks  seeking 
retail  business  are  compelled  to  incorporate 

as  subsidiaries  under  the  Bank  Holding  Company 
Act,  which  requires  that  they  be  insured  by  PDIC. 
Last  year  there  was  some  intimation  that  mandatory 
federal  Insurance  might  be  justified  under  the  banner  of  equal 
ireatment.   This  rationale  ignores  the  fact  that  the  costs 
)f  insurance  bear  some  reasonable  relationship  to  the  benefits. 
)oaieEtic  banks  may  have  to  insure  more  accounts  than  they  wish 
»  insure,  but  few.  If  any,  would  concede  that  they  do  not 
lerive  some  benefit  from  the  insurance  because,  unlike  foreign 
Mink  branches,  they  are  engaged  In  substantial  retail  aa 
1*11   as  wholesale  banking.   If  the  FRB'a  mandatory  insurance 
IT  the  substitution  of  surety  bonds  or  asset  pledges  In 
Section  6  cannot  be  justified  on  the  grounds  of  curing  a 
Uacriminatlon  against  domestic  banks,  the  FDIC  proposal  for 
mluntary  insurance  Bupported  by  appropriate  surety  arrange- 
ments is  clearly  the  alternative  which  makes  the  most  sense 
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among  the  various  pr^>osalB  for  insurance  or  for  depositor 
protection.   The  a»en*«ent  proposed  by  FDIC  appears  to  aecco- 
pliah  this  purpose. 

HI   System  Membership  Restrictions,  Section  7 

This  Subconnittee  took  the  position  in  its  PIKE  study 
report  that  it  opposed  mandatory  membership  in  the  System  for 
foreign  bank  branches,  agencies  and  subsidiaries  and  has  never 
explicitly  changed  the  position.   We  suspect  that  there  may 
be  some  misunderstanding  that  Section  T  of  the  Bill  is  signi- 
ficantly different  from  the  restrictions  resulting  from 
mandatory  membership.   It  is  not.   Inquiry  to  the  PRB  would, 
we  believe,  establish  that  Section  7  powers  would  be  used 
to  impose  all  restrictions  on  foreign  bank  operations  which 
are  applicable  to  domestic  member  banks  without  regard  to 
any  monetary  policy  justification,  except  in  a  few  situations 
identified  in  the  original  FRB  bill  In  which  FRB  regulatory 
restrictions  were  either  unworkable  or  clearly  inequitable 
because  of  foreignness.   If  the  justification  for  Section  7 
is  to  enable  the  FRB  to  avoid  In^alraent  af  its  monetary 
policy,  then  this  Section  goes  well  beyond  its  purpose  and 
should,  «a  a  olninuiii  be  confined  to  nondiscriminatory  FRB 
reserve  requirements. 

FRB  reserve  requirements.  If  they  are  to  be  lmpos«d, 
should  be  imposed  only  on  foreign  bank  branches.   As  recognised 
by  H.R.  7325,  subsidiaries  are  separate  corporations  not  properly 
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BUbj*ct«d  to  the  billion  dollar  sit*  distinction,  which  arti- 
ficially consolidatM  tho  aaavta  of  tha  Morldwida  affiliates 
of  the  parent  foreign  bank.   Aqancias  should  not  be  covered 
because  they  do  not  take'depoaits  of  the  type  which  are, 
□r  should  be,  aubject  to  state  or  PRB  reserve  requiraaents. 
The  contention  that  agency  credit  balance!  are  in  effect 
deposits  should  not  be  accepted  without  careful  exanination 
of  the  important  distinction  maintained  under  Hew  York  State 
law  between  credit  balances  and  deposits.   When  the  nature  of 
credit  balances,  which  we  have  briefly  explained  elsewhere,  is 
understood,  it  should  be  clear  that  the  potential  impact  of 
the  credit  balances  on  nonetary  policy,  unlike  deposits 
held  free  of  other  transactions.  Is  relatively  slight.   The 
application  of  PRB  reserve  requirements  to  foreign  bank  agency 
credit  balances  can  only  be  justilled  if  the  overwhelmingly 
larger  credit  balances  maintained  by  domestic  industrial  and 
financial  institutions  are  also  covered  by  TRB  reserve  require- 
nents.   Not  even  the  PRB  has  seriously  proposed  such  an 
expansion  of  frb  jurisdiction. 

If  the  issue  con  be  reduced  to  nondiscriminatory  reserve 
requirements  imposed  on  branches  only  (assuming  the  billion 
dollar  siie  distinction  can  be  justified,  which  we  have  said 
is  illogical  and  discriminatory] ,  the  question  Is  left  of  how 
to  deny  foreign  bank  branches  the  choices  available  to  domestic 
banks  organised  under  the  sane  state  law  as  that  branch  without 
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unfairly  discriminating.  He  have  two  Bugg«stiona:  First, 
condition  Section  7  authority  on  the  enactment  of  pending 
proposals  designed  to  make  the  costs  of  naintaining  PRB  and 
state  reserves  more  comparable)  or,  second,  condition  Section  7 
authority  on  enactment  of  a  comparable  billion  dollar  siie 
distinction  on  domestic  banXs  or  on  enactment  of  universal 
mandatory  reserve  requirements. 

IV  Honbanli  Holdings  and  Activitiea.  Section  6 
The  records  o£  last  year's  four  Congressional  hearings 
make  it  quite  clear  that  the  concerns  of  proponents  of  Section 
6   are  primarily  derived  from  the  failure  of  the  Glass-Steagall 
Act  to  reach  foreign  banks  which  have  both  U.  S.  branches  and 
holdings  in  securities  firms  engaging  in  underwriting,  die- 
tributing,  and  selling  securities  in  the  United  States.   The 
logical  and  practical  response  is  for  Congress  to  consider  aaend 
the  Glass-Steagall  Act  to  clarify  its  application  both  to 
dameBtic  and  foreign  banks.   As  pointed  out  elsewhere,  to 
meet  the  problem  by  imposing  the  rules  of  the  Bank  Bolding 
Company  Act  on  foreign  banks  with  branches  in  the  Onited  Stats* 
is  an  unnecessary  distortion  of  that  Act.   U.  S.  banks  have 
the  option  of  expanding  through  holding  company  systeKs  under 
the  Bank  Holding  Company  Act  or  through  branches  in  whatever 
locations  branches  are  permitted.   The  attempt  to  apply  Bank 
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Holding  Ccmpany  Act  concept*  to  foreign  bonk  branches  would 
involve  th«  Unitad  Ststes  unnecesaarily  in  the  direct  regulation 
of  foreign  banks. 

If  consideration  of  amending  the  Glasa-Steagall  Act  to 
cover  foreign  banks  is  to  be  left  to  other  hearings  on  other 
legislation.  Section  8  becones  of  minor  significance  and  should 
be  deleted  from  this  Bill. 

A  reasonable  coniproiDiEe  would  be  to  amend  the  Glats- 
Steagall  Act  to  cover  foreign  banks,  preferably  in  a  separate 
Mil  with  separate  hearings,  and,  in  anticipation  of  legislation 
for  this  purpose,  to  delete  Section  B  from  this  Bill. 
r      II  it  is  decided  that  Section  S  in  essentially  its  present 
form  must  be  retained,  an  alternative  compromise  might  be 
to  build  on  the  recent  PRB  proposal  for  exempting  from  Section 
S  nonbank  holdings  and  activities  located  more  than  SO  percent 
J>utaide  the  United  States.   The  rationale  for  such  an  exempt  1it   ' 
is  (a)  to  avoid  undue  interference  with  foreign  banks  which 
operate  abroad  both  as  cwnmecclal  and  Investment  banks  and 
'b)  a  reasonable  assumption  that  the  abuses  of  nonbanking 
iffiliatlons  are  unlikely  through  a  chain  of  foreign  ownership 
involving  activities  mainly  outside  the  United  States.   A 
theoretical  potential  for  abuse  remains  but  is  Insufficient 
to  justify  taking  on  the  many  problems  resulting  front  efforts 
to  treat  foreign  banks  as  though  they  were  domestic  banks.   If 
this  correctly  states  the  rationale,  it  applies  as  much  to 
lonbank  holdings  in  the  securities  business  (and  to  holdings 
"'  activities  in  bank-related  businesses  for  which  the  FRB 
"""Id  deny  exemptions),  as  it  does  to  industrial  and  trading 
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activities.   It  nay  well  b«  that  such  an  exo^ition  would 
cover  most  of  the  controversial  existing  nonbank  holdings  aad 
activities,  including  securities  activities  as  well  as 
industrial  and  other  nonbanlclng  activities.   However,  to  hav* 
this  effect  it  would  be  necessary  to  consolidate  a  foreign 
bank's  nonbank  activities  In  the  Dnlted  States  with  actlvitiM 
in  the  same  line  of  business  abroad,  without  regard  to  wtMthtr 
the  activity  is  conducted  by  one  or  more  subsidiaries  or  dir«ctlj 
by  the  bank,  in  order  to  determine  whether  the  largest  part  of 
the  activity  for  a  particular  line  of  business  Is  in  the  Dnitx' 
States  or  abroad.   The  objective  would  be  to  exempt  activlt; 
which  has  to  date  produced  no  abuses,  according  to  the  testi- 
mony last  year,  but  would  deter  foreign  banks  from  engaging 
in  businesses  in  the  United  States  which  are  not  incidental 
to  the  type  of  business  in  which  they -are-engaged  overseas. 
Regardless  of  the  decision  made  on  the  prohibitions  of 
Section  8,  there  should  be  full  and  complete  grandfathering  of 
existing   activities  of  foreign  banks  as  recomended  by  all 
regulatory  agencies  and  banking  groups  testifying  last  year. 

Grandfather  Dates,  Section  5(b)  and  B^c) 
He  appreciate  the  constructive  position  on  grandfathering 
1  by  the  PBB  and  all  other  federal  agencies  and  all  do— stlc 
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I  complete   / 


iking  groups,  namely,  that  It  be  perma 

to  existing  prohibited  nanbank  holdings  and  activities  / 
1  as  to  location.  I 

As  the  Bank  Holding  Company  Act  has  been  extenaea  over*- 
■  classes  ot   domestic  banks  from  tine  to  tine,  grand£ather- 
9  has  been  applied  to  avoid  retroactive  destruction  of 
Tcstnenta  in  banking  and  other  buslneases  of  domestic  banks. 

discriminate  by  denying  grandfather  exemptions  only  to  foreign 
nks,  in  violation  of  treaty  obligations  and  principles  on 
ich  the  U.  S.  has  provided  world  leadership,  would  be  hard 

understand. 

To  the  extent  that  a  bill  emerges  from  Committee 
ntaining  prohibitions  justifying  grandfathering  treatment, 
e  grandfather  dates  should  be  the  same  for  all  purposes  and 
ould  be  a  date  on  which  foreign  banks  nay  reasonably  be 
p«cted  to  hold  up  on  their  plans  for  developing  their  D.  S. 
pabllities  because  they  are  on  notice  of  likely  pending 
gislation  which  would  prohibit  those  activities.   Certainly 

this  point  in  time  it  would  be  unreasonable  to  assume  that 
ceign  banks  should  have  suspended  their  plans  for  doing 
aiaess  in  the  United  States  for  the  nearly  three  years  since 
I  PRB  proposed  its  initial  bill.   Foreign  banks  have 


lerved  closely  the  strong  i 

Lntimations  from  the  Senat 

6  Banking 

committee  that  its  views  c 

m  £ocei<in  bank  legialatio 

te  different  from  those  r« 

■vealed  by  this  Subcommitt 

ee  last 
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yeac.   It  i»  not  POBBlbla  to  ga«B«  «t  thla  time  whctbar  and 
how  Sections  5  and  8  will  anergn  aa  law.   The  action  of  thii 


Subconmittee  in  reporting  out  a  bill  will  be  the-  flrat  signal 
in  this  Congress  as  to  the  nature  of  foreign  bank  legislation 
currently  going  through  the  legislative  process.   There  appeui 
to  be  sufficient  controversy  from  domeatic  banks  and  bank 
regulators  over  this  Bill  to  anticipate  a  repatition  of  last 
year's  attempts  on  the  floor  of  the  House  to  change  key  provitlo 
of  the  Bill  containing  grandfather  protection.   Senate  action 
is  unpredictable.   Therefore,  it  would  seen  reasonable  for 
the  House  to  use  a  grandfather  date  for  all  purposes  in  H.R. 
7325,  which  would  be  the  date  of  enactment,  the  approximate 
tine  when  foreign  banks  will  know  the  final  intention  of  Congtes 
If  last  year's  rationale  for  a  grandfather  date  is  used,  the 
date  should  be  no  earlier  than  the  date  of  reporting  the  Bill 
out  of  Committee  to  the  Housa  floor. 

VI  Nondepository  Institutions 

The  bill  can  be  both  siatplified  and  more  effectively 
focused  on  Its  objectives  by  confining  its  scope  to  foreign 
bank  branches. 

As  we  have  emphasized  elsewhere,  agencies  and  the  so- 
called  conpiercial  lending  companies  are  prohibited  by  state 
law  from  taking  dcmeatic  deposits  and,  therefore,  ahould  not 
be  covered  by  the  Bill.   That  part  of  the  Bill  attempting  to 
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quallie  treatment  of   foreign  and  doneBtlc  banha   !■  »«lnly  con- 
•rned  with  federal  legislation  which  would  not  sxiat  if 
w^wrcial  banks  did  not  have  access  to  depoelta-of   the  public 
■ithout  having  to  pay  for  the  use  of  those  funds.     Financial 
Inttitutions  prohibited   froM  this  fundanental  banking   function 
tbould  not  ba  and  cannot  ba  regulated   in  the  sasw  nannar  as 
coBtrclal  banks.      The  difference   is   imbedded   in  New  York 
bultlag   law,  and  our  proposition  has  been  and  would  ba   supported 
l>y  knowledgeable  witnesses   frcn  the  New  York  State  Banking 
Oeputment.      The  conmercial   lending   companies   include  only  forelgn- 
■ned  Hew  York   investment  companies  of  which  there  are   lass 
^Jian  one-half  dozen,  with  no  prospects   for   increasing   their 
inbers  or   their  significance.      Their  inclusion  distorts   the 
tructure  of   the  Bill,    because  Mew  York   investment  conpanies  owned 
f  dcmeatic   shareholders   are  not  covered,   and  because  they  are 
'hsidiaries  and  are  equated  with  agencies  which  are  not   aub- 
LdiBcies.      As   to   subsidiaries  of   foreign  banks,    the  Bill  would 
>  nothing   to  equalize  their   treatment  with  domestic  banks  be- 
kuae  they  are   already  treated   the  sane. 

The  monetary  policy  justification  for   this  Bill  offers 
^  substantial  arguments   for   covering     agenclea,      commarcial 
ending         conpanies  or  subsidiaries.      For  reasons,  sxplainad 
Itevhere,   we  believe   that  credit  balances  have  no  significant 
"pact  on  monetary  policy  and  that  subsidiaries  should,  not  be 
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subject  to  application  of  the  rentrictiona  of  membership  in 
the  System. 

The  principal  reason  for  this  Bill  rej'.hing  beyond  foreign 
bank  branches  is  that  agencies  are  the  moat  active  vehicle  for 
foreign  bank  participation  in  the  U.  S.  money  markets  and  perhaps 
also  in  the  commercial  lending  market*.   Neither  of  these 
activities  has  been   cited  by  the  FRB  as  significant  to  its 
monetary  policy  concerns  and  neither  has  been  cited  by  any 
domestic  banks  as  significant  to  the  issue  of  unfair  com- 
petition or  even  of  unequal  treatment.   These  are  wholesale 
banking  operations  engaged  in  on  a  multistate  basis  by  the 
large  domestic  competitors  of  foreign  banks;  they  involve 
none  of  the  deposit  oriented  issues  of  mandatory  insurance 
or  mandatary  reserve  requirements.   This  complex  Bill  could 
be  simplified  and  streamlined  without  loss  of  Its  effectiveness 
in  carrying  out  its  primary  purpose  by  focusing  clearly  on 
the  central  concern,  which  is  foreign  bank  branching  with 
access  to  domestic  deposits. 

VII   Federal  Reports  and  Examination 
A  major  and  justified  concern  of  proponents  of  this  Bill 
seems  to  be  that  the  Federal  Government  be  fully  informed  about 
the  activities  of  foreign  banks  so  that  it  will  be  alert  at 
all  times  to  changes  affecting  tl.  S.  monetary  policy  or  the  need 
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for  federal  l«gialation.   Me  have  no  doubt  that  the  PRB  has 
ample  practical  ^portunlty,  derived  frcn  its  invariable 
succesB  with  voluntary  compliance,  several  existing  federal 
statutes  and  th«  cooperation  of  state  B»ank  regulators,  ta  obtain 
such  reports  as  it  wishes  about  [I.  9.   activities  of  foreign 
bank  branches,  agencies  and  aubaidiartea  (and  th*  several  so- 
called  coonercial  lending  ceopanles  if  they  are  considered 
important) .   To  the  extent  that  state  examination  reports  are 
requirad  by  the  frb,  we  find  it  hard  to  conceive  that  they  would 
not  be  Riade  available  to  state  banking  departments  on  request 
by  the  PRB.  If  the  FRB  access  to  Information  can  be  shown 
to  require  reinforcement  by  federal  law,  we  have  no  objection 
to  authority  in  this  Bill  which  would  be  carefully  drafted 
to  serve  the  foregoing  purpose.   With  clear  access  to  infor- 
mation, it  is  hard  Cor  us  to  believe  that  the  PRB  is  not  amply 
eo^XMered  to  meet  central  banking  responsibilities  and  to 
otherwise  protect  the  national  Interests. 

He  would  be  happy  to  have  our  counsel  prepare  for  con- 
sideration by  your  staff  legislative  language  for  any  of  the 
foregoing  suggestions  which  may  be  of  interest  to  your 
Subcoamittee. 

Thank  you  for  your  kind  attention  to  these  cooisients. 
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Mr.  St  Germain.  Thank  you,  Mr.  De  Luca.  Do  any  of  your 
colleagues  wish  to  now  make  any  additional  presentations? 

Mr.  Db  Luca.  No,  sir. 

Mr.  St  Gerbiain.  In  the  opening  of  your  statement  you  argue  that 
kgislation  r^ulating  foreign  banks  in  the  United  States  is  not 
needed  now  because  the  giowth  in  foreign  banks  has  merely  kept 
pace  with  world  economic  trends  and  remains  low  relative  to  the 
enansitm  of  U.S.  banks  abroad. 

Governor  Gardner  testified  Tuesday  that  international  banking  is 
testing  the  regulatory  and  monetary  frameworks  of  most  countnes 
and  cited  four  miuor  industrial  countries  currently  revising  their 
bppfc-iwg  laws  in  ways  which  have  implications  for  foreign  banks  in 
tbeir  borders.  In  addition,  U.S.  regulatory  authorities  have  been 
moving  recently  to  improve  the  regulation  and  supervision  of  U.S. 
banks  abroad. 

This  subcommittee  is  well  aware  of  it  because  we  have  been 
involved  in  encouraging  them  to  do  so. 

Would  you  give  us  your  comments  on  these  developments  and  the 
degree  to  which  they  demonstrate  the  need  for  increased  r^ula- 
tvms  and  supervision  of  international  banking,  both  by  the  United 
States  and  foreisi  authorities? 

Mr.  Db  Luca.  I  don't  know  that  I  know  very  much  about  these 
developments  in  other  countries  for  greater  regulations  of  foreign 

What  J  would  like  to  point  out  again  is  the  difference  between  the 
American  system  and  the  ^tem  that  prevails  in  many  European 
countries.  In  any  case,  in  European  countries,  to  my  sure  knowl- 
edge, American  banks  or  foreign  banks  in  generetl  are  eillowed  a 
great  freedom  of  action  and  in  some  instances  when  the  local 
authorities  are  about  to  pass  some  kind  of  restrictions  which  m^ 
have  monetary  or  economic  policy  impacts  but  which  would  be 
extremely  hard  on  foreign  banks,  they  consider  the  possUiility  of 
wiftlrifig  exceptions  for  these  foreign  banks. 

I  have  such  a  case  being  now  under  consideration  in  France,  for 
instance. 

Mr.  St  Gkrmain.  The  Fed  this  week — not  only  the  Fed  but  three 
of  our  Federal  regulatory  authorities — announced  new  reporting 
requirements  to  assess  country  risk,  again  as  a  result,  I  think,  of 
some  hearings  that  were  held  here,  and  the  situation  that  has 
developed.  This  will  put  the  U.S.  authorities  even  further  out  front 
o€  the  banking  authorities  in  other  countries  in  terms  of  the 
information  they  collect  on  international  operations  of  banks  that 
they  supervise,  so  that  we  are  in  fact  increasing  our  regulation  of 
our  domestic  banks  in  the  international  markets. 

Foreign  banking  assets  at  the  end  of  1976  were  $76  billion.  I 
believe  that  is  the  figure  you  cited  to  us. 

Mr.  De  Luca.  That  was  a  peak  at  the  end  of  1976,  but  it  had 
seasonal  reasons  for  it  to  be  so  high. 

Mr.  St  Gebhain.  If  you  will  allow  me  to  proceed,  they  are  now 
166  billion,  which  I  tmnk  is  what  you  were  about  to  point  out. 

Does  this  not  illustrate  the  volatility  of  the  operations  of  these 
b&nks  in  these  countries;  in  other  words,  a  flow  of  funds  in  euid  out 
of  the  United  States,  and  doesn't  this  point  up  the  necessity  for 
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direct  Federal  Reserve  monetazy  control,  this  volatility  that  you 
yourself  began  to  mention? 

Mr.  Db  Luca.  In  my  view,  sir,  there  is  no  such  great  volatili^ 
because  it  is  diflicult  for  bank  assets  in  general  to  be  subgect  to  '■. 
seasonal  factors,  especially  in  all  sectors  of  banking,  and  dni  : 
applies  to  U.S.  banks  as  well.  The  end  of  the  year  is  a  particnlv 
period  and  assets  do  go  up  substantially.  I  personally  would  not  mt 
any  special  indication  of  volatility  in  this  fluctuation  of  figures  thit 
we  have  just  been  talking  about  to  justify  this  Federal  r^ulataoa 

Mr.  &r  Germain.  On  pages  3  and  4  of  your  statement,  you  aigna 
that  the  present  r^ulation  did  not  arise  mim  complaints  of  innund 
domestic  banks,  but  rather  from  a  desire  on  the  part  of  the  Fedanl 
Reserve  to  federalize  banking  regulations  and  extend  their 
jurisdiction. 

I  don't  know  that  that  is  exactly  accurate.  The  first  legislatkm  to 
provide  Federal  r^ulation  of  foreign  banks  was  introduced  bj 
Senator  Javits  and  the  former  chairman  of  the  flill  Committee  on 
Banking,  Wri^t  Patman,  in  1967,  and  this  occurred  after  the 
failure  of  the  Intrabank  in  Lebanon  which  has  been  referred  to  in 
our  hearings  today,  and  the  closing  of  its  New  York  branch,  with 
the  resultant  loss  to  depositors. 

Congressman  Patman  reintroduced  his  legislation  in  1973  before 
the  Federed  Reserve  bill  was  introduced  and  it  was  subsecjuently 
modified  and  introduced  by  former  Congressman  Rees  of  California. 
Moreover,  I  submit  that  the  successful  passage  of  this  legi^tion  Ij 
the  House  last  year  reflected  the  fact  that  the  Congress  felt  that 
there  was  a  necessity  for  this  legislation. 

Mai^  of  us  would  state  unequivocally  that  we  have — through  oar 
own  enbrts  in  the  FINE  Study  and  through  discussions  wiui  UJS. 
banks  emd  foreign  banks  overseas — made  a  clear  case  fin*  the 
legislation  and  that  as  a  result  of  that  I  say  to  you  on  what  grounda 
do  you  base  your  statement,  ignoring  the  role  of  the  Congreas  in 
both  developing  the  present  legislation  and  the  passing  the  lot 
year? 

Mr.  De  Luca.  Mr.  Chairman,  I  am  not  sure  I  understand  exactly 
what  the  question  is. 

Mr.  St  Germain.  The  question  is:  You  stated  that  the  l^islatioo 
before  us  did  not  arise  from  complaints  of  insured  domestic  banks, 
but  merely  as  a  result  or  desire  of  the  Fed  to  federaliae  bank 

Tilation  and  extend  their  jurisdiction, 
think  that  there  are  reasons  over  and  beyond  that,  as  I  have 
i'ust  cited,  the  fact  that  the  original  legislation  came  not  from  the 
''ed  but  from  Senator  Javits  and  Mr.  Patman  and  reintroduced  ty 
Chairman  Patman,  reintroduced  by  Mr.  Rees  from  California,  ana 
then  cosponsored  by  many  Members  in  the  last  Congress  as  well  on 
this  bill,  and  the  passage  of  same. 

So  1  don't  think  you  can  say  it  is  all  the  Fed.  We  have  studied  this 
and  we  have  come  to  conclusions. 

Mr.  De  Luca.  We  think  there  is  a  certain  logic  to  what  we  say 
and  actually  also  what  you  brought  out  as  to  our  arguing  as 
opponents  of  this.  We  must  accept  whatever  decision  would  De  made 
on  the  su^ect. 
Mr.  St  Germain.  Mr.  Wylie? 
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Mr.  Wylii.  Thank  you,  Mr.  Chairman. 

I  am  not  intending  to  be  argumentative  here;  that  is  not  my 
purpose  at  all,  rather  to  develop  a  sort  of  a  rapport  and  understand- 
ing maybe  between  some  of  us  on  this  subcommittee  and  the  panel; 
but  I  would  like  to  go  back  to  point  one  in  followup  to  what  the 
chairman  has  just  stated  and  observed,  and  that  is  that,  Hrst  of  all, 
I  bope  jrou  understand  our  problem. 

^le  question  has  been  asked  several  times  and  I  put  it  a  little 
earlier  to  one  of  the  other  panel  membeiB.  The  thought  was  fol- 
lowed up  l^  Robert  Palmer,  vice  president  of  Bankers'  Association 
for  FVireign  Trade.  It  is  not  just  a  feeling  of  our  central  bank  or  of 
Dr.  Bums  that  the  Fed  would  like  to  expand  its  own  authority  over 
foreign  banks  operating  in  this  country  just  to  be  doing  so.  But.  why 
Bluiuldn't  foreign  banlu  operating  in  the  United  States — and  I  will 
ask  the  question  of  you  again— be  treated  the  same  as  domestic 
banks? 

Mr.  De  Luca.  Well,  first  of  all,  I  want  to  say  that  we  are  all  for 
equal  treatment  emd  we  do  not  object  at  all  to  equal  treatment  and 
to  the  principle  that  foreign  banks  in  the  Unit«]  States  should  be 
treatea  as  American  banks  are  treated  in  the  United  States. 

Mr.  WyuE.  That  is  the  purpose  of  this  legislation? 

Mr.  Dk  Luca.  Yes,  but  there  is  a  certain  diversity  because  it  is 
difficult  to  apply  equal  treatment  to  two  groups  of  entities  that 
don't  really  compare. 

Now,  the  whole  set  of  Federal  legislation  that  concerns  U.S. 
banks  and  would  be  applied  by  this  bill  to  foreign  banks  deals 
primarily  with  depository  institutions  engaged  in  retail  banking  in 
the  United  States.  As  far  as  the  activity  of  the  foreign  banks  in  the 
United  States  is  concerned,  when  the  foreign  banks  decide  to  go  into 
a  retail  full-service  activity,  what  they  do  is  to  incorporate  a 
subsidiary  and  the  subsidiary  is  for  all  intents  and  purposes  an 
American  bank  that  is  regulated  by  the  Bank  Holding  Company  Act 
and  by  the  FDIC  Act.  It  must  carry  FDIC  insurance.  The  agencies, 
on  the  other  hand,  are  nondepository  institutions  and  to  apply  a  set 
of  rules  that  were  designed  for  depository  institutions  to 
nondepository  institutions  may  create  considerable  discrimination; 
and  branches,  if  we  go  to  the  other  section  of  the  activity  of  foreign 
banks,  do  take  deposits  but  not  small  retail  deposits  from  the 

Eneral  public.  They  are  wholesalers  and  so  again  it  is  a  different 
nd  of  activity,  in  our  view. 

Mr.  WyuE.  If  this  law  then  only  applied  to  retail  operations,  you 
would  have  no  objection  to  it,  if  we  could  define  what  a  retail 
operation  is? 

Mr.  De  Luca.  It  would  be  difficult  to  define  what  retail  operations 
mean,  but,  of  course,  if  the  whole  legislation  were  limited  to  retail 
operations,  it  would  be  a  great  help. 

Mr.  Wyue.  But  you  are  still  not  saying  that  you  would  think  that 
would  be  all  right? 

Mr.  De  Luca.  Well,  sir,  1  would  have  to  digest  the  idea. 

Mr.  Wyue.  Thank  you.  The  reason  for  our  difficulty  in  arriving  at 
something  here,  I  guess,  is  because  of  statements  such  as  the  one 
Mr.  Palmer  has  made,  the  inconsistency  with  what  you  are  saying, 
in  that  he  says  on  page  3  of  his  statement: 
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Consistent  with  the  principle  of  equal  national  treatment,  we  urge  that  tfae 
operations  of  foreign  banks  in  this  country  be  sulyect  by  law  and  practice  to  the 
same  regulations  regarding  pemtissible  activities  as  are  American  banks. 

That  statement  is  from  a  representative  of  insured  domestic 
banks;  that  is  not  somethine  we  dreamed  up  here  on  this  subcom- 
mittee or  that  Mr.  Bums  dreamed  up. 

Mr.  De  Luca.  Right,  sir. 

Mr.  Wylie.  So  when  Mr.  Palmer  makes  that  statement  and  when 
somebody  from  a  television  station  puts  the  tube  in  my  mouth  and 
flashes  the  light  on  me  and  says,  "Why  shouldn't  foreign  banki 
operating  in  the  United  States  be  treated  the  same  as  domeitic 
banks?",  you  understand  the  difficulty  that  I  have  as  a  V£ 
Rmresentative? 

Mr.  Db  Luca.  Yes,  sir. 

STATEMENT  OF  RUDOLPH  KUCMLER,  SENIOR  VICE  PRESIDENT. 
UNION  BANK  OF  SWITZERLAND 

Mr.  KuCHLER.  Sir,  I  would  like  to  say  in  this  context  that  I  think 
we  have  a  clear  discepancy  here  and  the  bill  would  in  fact  create 
unequal  treatment  under  the  dual  banking  system. 

American  Banks  have  the  choice  to  have  either  a  State  charter  or 
a  Federal  charter,  and  the  bill  would  take  away  that  choice  from 
the  foreign  banks  and  in  that  sense  it  is  not  equal. 

Mr.  Wylie.  You  could  still  have  the  choice  but  you  just  couldn't 
branch  across  State  lines,  and  a  domestic  bank  cannot  do  that 
either.  You  would  still  have  the  choice  under  our  bill.  I  think  what 
you  are  saying  is  that  you  wouldn't  have  the  choice  to— — 

Mr.  KucHLER.  I  am  referring  to  mandatory  membership  in  the 
Federal  Reserve  bank. 

Mr.  WvuE.  You  don't  think  that  the  foreign  banks  should  be 
required  to  join  the  Federal  Reserve  then? 

Mr.  KucHLER.  I  am  just  pointing  this  out  as  one  of  the 
discepancies  when  we  talk  about  equal  treatment. 

Mr.  Wylie.  Mr.  Palmer  says  that  is  unequal  because  Resem 
requirements  are  also  important  with  respect  to  competitive  equity. 
The  cost  considerations  of  Reserve  requirements  to  us  are  crucial 
and  important  in  the  highly  competitive  mEirket  of  wholesale  bank- 
ing, and  our  foreign  competitors  doen't  have  to  have  these  same 
Reserve  requirements. 

So  he  says  that  is  unequal  the  other  way. 

Mr.  KucHLKR.  But  the  American  banks  are  not  compelled  to  have 
mandatory  membeiBhip. 

Mr.  Wylie.  If  they  are  State-chartered? 

Mr.  KucHLER.  That  is  right,  yes. 

Mr.  Wyur.  Maybe  we  could  provide  something  for  State  charter^ 
ing  but  just  that  foreign  bank  which  is  State-chartered  and.  of 
course,  you  would  have  to  be  State-chartered  now  in  order  to 
branch  interstate. 

Mr.  Kuchler.  The  foreign  bank  subsidiary  which  is  State-char- 
tered couldn't  branch  interstate  but  it  wouldn't  be  sutj^ect  to  the 
Reserve  requirements.  I  should  add  also  that  we  are  subject  to  b^ 
State  and  voluntary  Federal  Reserve  requirements  already,  as  is 
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known,  and  therefore  it  is  not  entirely  correct  to  say  that  the 
Americans  are  at  a  competitive-  diBadvantage  in  this  r^ard. 

Bdr.  Wylie.  You  disagree  with  Mr.  Palmer  then? 

Mr.  KucHLES.  Yee. 

Mr.  Db  Luca.  May  I  add  only  one  point? 

I  want  to  say  that  Mr.  Palmer  did  say  that  he  was  not  represent- 
ing a  monolithic  conseoBus  of  opinion  and  there  was  some  disagree- 
ment within  his  own  group.  Thu  is  a  point  which  I  wanted  to  bring 
up. 

Mr.  St  Germain.  Of  course,  we  appreciate  that  fact  and  I  am  sure 
you  appreciate  that  fact,  that  if  the  only  legislation  that  were  ever 
adopted  were  that  represented  by  a  monolith,  we  could  end  our 
sessions  after  about  6  weeks  here  in  Congress,  rather  than  going  12 
months. 

Mr.  De  Luca.  Yes,  sir. 

Mr.  St  Germain.  That  is  why  we  are  here,  to  make  a  judgment 
factor  as  between  competing  parties. 

Mr.  De  Luca,  in  the  statement,  your  previous  statement,  you 
referred  to  grandfathering  and  that  it  should  be  the  date  of  the 
passage  of  the  bill  or  the  date  it  goes  to  the  floor  for  enactment.  I 
forget.  That  was  in  your  summary. 

Than  I  looked  at  your  longer  statement  on  page  B-10.  You  say. 

If  the  rationale  for  the  grandfather  date  ia  a  reasonable  date  of  notice  of 
impwiding  leewlative  change,  m  cajmot  see  the  justification  for  two  different  dates 
in  the  same  bill. 

You  are  asking  now,  I  guess  it  is,  for  a  deflnition  of  what  is  an 
impending  le^slative  change.  We  passed  the  bill  in  the  House  last 
year.  The  reason  it  didn't  go  through  the  Senate  as  well  was 
because  of  the  lateness  of  the  hour  in  the  Congress  and  a  national 
campaign  for  the  Presidency;  but  this  bill  has  been  introduced  now 
and  has  been  advocated  for  quite  a  period.of  time;  so  I  am  wonder- 
ing who  feels  that  the  notice  of  impending  change  has  been  around 
for  quite  a  period  of  time? 

Mr.  De  Luca.  Well,  Mr.  Chairman,  the  point  is  that  the  logsla^ 
tion  was  not  enacted  last  year  and  as  a  matter  of  fact  since  1974  I 
think  there  has  been  some  rumor  of  legislation  being  introduced,  et 
cetera. 

The  point  is,  and  we  submit  respectfully  to  you  the  case,  that  here 
we  have  big  international  flnancied  institutions  that  have  some 
plans  and  these  plans  have  been  probably  developed  2  or  3  years  in 
advance  and  it  would  have  been  extremely  hard  for  everybody 
concerned  to  just  suspend  application  of  these  plans  in  the  event 
that  Congress  would  nave  pEissed  the  legislation;  so  we  submit  to 
you  the  idea  that  perhaps  it  would  be  probably  unfair  if  the 
legislation  is  enacted  to  grandfather  an  institution  from  the  enact- 
ment data,  or,  at  least  from  the  date  the  bill  is  reported  to  the  floor. 

Mr.  St  Germain.  Mr.  De  Luca,  you  have  to  understand  the  way 
we  think  also.  We  feel,  or  many  of  us  feel,  and  have  felt  for  a  period 
of  time,  that  notice  has  been  served  of  impending  legislation. 

One  of  our  big  questions  right  now  is  the  question  of  der^ulation 
at  natural  gas— will  it  or  will  it  not  be  der^ulated?  If  you  study  the 
stock  market,  not  that  I  spend  that  much  time  «t  it,  but  in  this 
particular  area  that  has  been  impending  for  quite  a  period  of  time. 
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the  advocates  of  deregulatioa  have  been  working  very,  very 
diligently  for  a  long  period  of  time.  The  Federal  Power  CommisaioD 
came  out  in  favor  of  this  a  few  years  ago  and  as  a  result  thereof  you 
think  your  banks  made  plans.  You  ought  to  see  what  the 
stockholders,  meyor  stockholderB  in  this  country,  investors,  have 
been  going  through  recognizing  there  was  impending  change,  you 
see. 

So  those  are  the  facta  of  life  for  l^islation,  at  least  here,  that 
there  is  an  impending  situation  and  we  just  have  to  make  adjust- 
ments to  when  it  is  impending. 

Gentlemen,  do  the  banking  authorities  of  any  of  the  countries 
whose  banks  you  represent  examine  your  offices  here  in  the  United 
States? 

Mr.  Db  Luca.  Pardon? 

Mr.  St  Germain.  Do  the  banking  authorities  of  Italy  ^uunine 
your  banking  ofTlces  here  in  the  United  States?  Do  they  physically 
come  here  to  exeimine  them? 

Mr.  Db  Luca.  They  did.  They  did  at  the  end  of  last  year,  by 
special  arrangement  based  on  reciprocity  with  the  New  York  State 
Banking  Department.  The  authorities  in  my  country  regulai^ 
allowed  exemiiners  from  New  York,  examiners  in  Itely,  to  g^ 
together  with  central  bank  examiners  and  reciprocity  was  granted 
in  the  United  States. 

Mr.  St  Germain.  Had  there  been  a  limitation  on  examining  your 
offices  here  by  the  State  of  New  York  in  the  past? 

Mr.  De  Luca.  I  don't  think  the  question  ever  arose. 

Mr.  St  Germain.  So  there  has  been  one  examination  last  yeai? 

Mr.  De  Luca.  That  would  be  one  examination  last  jrear  ana  it  is 
my  understanding  that  there  will  be  regular  examinations  carried 
on  eveiy  year. 

Mr.  St  Germain.  Mr.  Ichikawa? 

Mr.  Ichikawa.  Yes,  sir,  we  have  the  same  sort  of  examinations  by 
Japanese  banking  authorities.  Also  we  have  restrictions  so  &r  as 
branch  and  iigencies  are  concerned  under  the  Japanese  banking 
authorities'  regulations. 

Mr.  KuCHLER.  Mr.  Chairman,  there  are  no  restrictions  taking 
place  by  Swiss  regulatory  bodies  in  this  country  respecting  this 
sovereignty. 

Mr.  St  Germain.  What  was  that? 

Mr.  Kuchlkr.  Respecting  the  sovereignty. 

Mr.  St  Germain.  Have  your  r^ulatory  authorities  asked  to 
inspect  your  offices  here? 

Mr.  KuCHLER.  Nobody  has  asked,  and  1  don't  think  the  topic  ever 
came  up. 

Mr.  St  Germain.  You  don't  think  we  would  refuse  you  that 
examination,  do  you? 

Mr.  KucHLER.  No,  I  don't  think  you  would  refuse  it,  but  I  think 
the  difference  in  the  laws  between  Switzerland  and  the  United 
States  will  not  on  the  other  side  make  it  possible  for  you  to  inspect 
branches  in  Switzerland. 

Mr.  St  Germain.  We  are  aware  of  the  fact  that  we  cannot  go  into 
Switzerland  and  inspect.  We  are  well  aware.  That  has  come  throuf^ 
to  us  loud  and  clear;  but  I  would  submit  if  the  Swiss  authorities 
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■  wanted  to  examine  the  oflGcee  of  the  Swiss  banks  here,  I  think  I  am 
E  on  safe  ground  in  saying  they  would  be  welcomed  with  open  arms. 
;      BIr.  KucHLXR.  I  understand  that 

^  Mr.  St  Germain.  And  we  won't  even  require  reciprocity.  We 
I  would  just  ask  that  you  dweU  upon  it.  Do  ^our  r^ulatory  authori- 

■  tiBB  require  that  you  file  assets  and  liabilities  of  your  IJ.S.  offices 
with  your  retaliatory  authorities  at  home? 

■  BIr.  Db  Luca.  Yes. 

Mr.  Sr  Germain.  Mr.  Ichikawa  says  yes. 

Mr.  Kuchler? 
i      BIr.  KucHLEB.  Yes. 

Mr.  St  Germain.  Do  the  home  offices  of  the  banks  you  represent 
require  that  you  send  duplicates  of  loan  information  to  the  parent 
bank?  Mr.  De  Luca? 
:      Mr.  Ds  Luca.  Yes. 

Mr.  Sr  Germain.  Mr.  Ichikawa  and  Mr.  Kuchler,  do  the  home 
ciRcee  of  your  banks  that  are  located  here  that  have  Bubsidiariee  or 
-   branches,  or  what  have  you,  require  that  you  send  duplicates  of 
loan  information  to  the  parent  bank? 

Mr.  KuCHLKB.  Yes. 

Mr.  Ichikawa.  My  anwer  is  yes. 

Mr.  St  CtetMAiN.  Do  the  home  offices  of  banks  you  represent 
establish  loan  limits,  limits  on  foreign  exchange  exposure,  et  cetera, 
and  to  what  degree  is  policy  set  by  the  home  office  for  U.S.  agencies 
and  branches?  That  is  a  twofold  question. 

Let's  take  the  fint  part  first:  Do  the  home  offices  of  banks  you 
rei^esent  establish  loan  limits,  limits  on  foreign  exchange  exposure, 
«t  cetera? 

BIr.  De  Luca.  Yes. 

BIr.  bauKAWA.  Yes,  we  do. 

Mr.  St  Germain.  Mr.  Kuchler? 

Mr.  Kuchler.  Yes. 

BIr.  St  Germain.  To  what  degree  is  policy  set  by  the  home  office 
for  your  U.S.  agencies  and  branches  in  this  country? 

Bu*.  De  Luca.  Expansion  policy  and  loan  policy,  Mr.  Chairman? 

Mr.  St  Germain.  Yes. 

BIr.  Dx  Luca.  The  policy  is  set  according  to  some  market  re- 
searches that  we  make  here  according  to  some  development  plans 
that  weprepare  here.  Then  we  send  the  policy  propoaal  to  the  home 
office.  "Hiere  is  a  discussion  in  which  we  take  part.  We  state  our 
reasons  why  we  would  like  the  policy  to  be  set  in  a  certain  way 
r^her  than  another  way  and,  finely,  a  decision  is  made. 

Mr.  St  Germain.  But  the  final  determination  is  made  by  your 
parent? 

Mr.  De  Luca.  By  both,  after  having  heard  also  my  colleagues' 
opinion  on  the  matters. 

Mr.  Ichikawa.  In  the  case  of  Japanese  banks,  including  our  bank, 
ptdides  for  loans,  issuance  of  letters  of  credit,  and  the  budgets  are 
aqmroved  by  the  home  office. 

Mr.  Kuchler.  In  our  ceise  it  is  similar  to  what  Mr.  De  Luca 
stated. 

Mr.  De  Luca.  I  would  like  to  point  out  that  naturally,  as  far  as 
the  operations  are  concerned,  they,  on  the  other  hand,  are  carried 
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on  by  management  here,  according  to  American  regulations  and 


Mr.  Annunzio.  Thank  you,  Mr.  Chairman. 

I  note  in  your  statement,  Mr.  De  Luca,  that  you  are  choinnan  of 
the  Institute  of  Foreign  Bankers  and  also  executive  vice  president  of 
Banca  di  Roma,  so  today  you  are  appearing  in  the  capacitv  m 
chairman  of  the  Institute  of  Foreign  Bankers  and  also  in  Doth 
capacities  you  are  wearing  two  hats? 

Mr.  De  Luca.  No,  Mr.  Annunzio,  I  am  here  appearing  as  chair 
man  of  the  Institute  of  Foreign  Bankers.  I  specifieo  that  my  positioa 
in  my  bank  for  purposes  of  identification. 

Mr.  Annunzio.  I  wanted  to  make  that  clear  for  the  reconL 

The  next  question  then:  As  the  chairman  of  the  Institute  of 
Foreign  Bankers,  are  there  any  provisions  of  H.R.  7325  which  tbt 
foreign  banks  welcome?  Is  there  anything  in  this  bill  that  jrou  Vtalf 

Mr.  De  Luca.  Well,  Mr.  Annunzio,  section  S,  for  innfaiTinp,  miiU 
be  helpful. 

Mr.  Annunzio.  Welt,  we  are  making  some  progress. 

Mr.  De  Luca.  We  feel  at  this  point  in  time,  Mr.  AJmunzio,  we  an 
competently  find  very  efficiently  regulated,  and  we  are  very  mudi 
afraid  that  the  result  might  be  going  on  the  overresulation.  Thai  ii 
our  feeling  in  all  this.  We  don't  want  to  be  antagonistic;  we  traoU 
like  to  be  as  constructive  as  possible  and  if  we  have  ever  given  the 
impresssion  that  we  are  being  antagonistic,  we  apologise  mr  it  Wt 
are  all  for  equal  treatment  out  we  do  feel  that  there  are  a  ftw 
points  that  perhaps  have  not  been  known  enough. 

For  instance,  that  foreign  bemks  do  have  reserves,  that  ths 
foreign  subsidiaries  are  already  thoroughly  federally  regulatod,  thit 
both  the  New  York  emd  the  Chicago  legislation  put  some  rules  abs 
for  the  protection  of  depositors,  the  famous  5-percent  rules. 

There  are  other  rules  in  these  State  regulations  such  as  MS- 
percent  eligible  assets  kept  at  all  times  against  spedfied  liabilitiH. 

What  we  want  to  really  bring  to  light  is  the  fact  that  we  an  bebif 
fully  regulated  now. 

Mr.  Annunzio.  Mr.  De  Luca,  in  the  U.S.,  banks  are  a  hidilj 
regulated  industry,  and  they  must  be.  They  are  quasipublic  booK 
We  have  some  bankers  in  the  United  States  who  feel  they  own  tfae 
banks  and  usually  it  is  those  bankers  who  feel  that  way  who  are  the 
first  to  get  into  trouble. 

But  take  the  Banca  di  Roma,  you  are  located  on  the  main  floor- 
Then  you  have  an  upstairs;  is  that  right? 

Mr.  De  Luca.  In  Chicago? 

Mr.  Annunzio.  Yes,  sir. 

Mr.  De  Luca.  Correct,  yes. 

Mr.  Annunzio.  There  are  foreign  banks  that  do  not  have  a  mns 
floor,  first  floor.  I  put  them  in  the  category  of  commerdal  banb 
where  they  deal  only  in  {100,000,  $500,000,  million  dollar  tralln^ 
tions  and  deposits,  but  in  the  Banco  di  Roma  in  Chkago  on  ttt 
main  floor — and  I  have  been  there  several  times  to  watch  ftl 
operation — there  are  hundreds  of  people  literally,  i  icially  in  ttl 
lunch  hour,  that  walk  in,  make  deposits,  write  c  BCk^  you  di 
business  just  like  any  American  institution?  They  e  consumen. 
They  are  people. 
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[r.  Db  Luca.  We  are  an  American  insitution  in  Chicago  because 

are  an  Illinois  State-chartered  bank. 

ir.  ANNtmzio.  You  are  an  American  institution,  but  are  you 

ired? 

Ir.  Dk  Luca.  Yes,  we  are,  sir.  We  carry  FDIC  insurance. 

[r.  Annunzio.  You  have  FDIC  insurance? 

[r.  De  Luca.  Yes,  sir. 

[r.  Annunzio.  Then  you  should  not  object  to  that  section? 

[r.  Db  Luca.  Well,  aa  far  as  the  Chicago  subsidiary  is  concerned; 

now,  as  1  said,  I  am  appearing  here  not  on  behalf  of  the  bank 

on  behalf  of  the  142  banks  coming  from  35  different  nations, 
tiding  branches  and  agencies  which,  unlike  subsidiaries,  are 
cted  by  the  bill. 

[r.  Annunzio.  I  am  only  interested  in  Chicago.  I  am  a  Congress- 
1  from  Chicago  on  the  House  Banking,  Finance  and  Urban 
liis  Committee.  Mr.  Hyde  is  also  from  the  Chicago  area,  from 
lois,  who  is  a  member  of  this  committee.  We  have  constituents 
I  go  to  Banco  di  Roma;  they  put  their  money  in  your  bank.  I 
w  hundreds  of  them.  If  you  know  anything  about  Chicago,  you 
w  that  I  am  telling  it  eis  it  is.  I  do  know  who  these  people  are; 

if  something  went  wrong  with  your  bank  and  you  didn't  have 
£  insurance,  the  first  guy  they  would  look  for  is  Frank 
lunzio. 

[r.  Db  Luca.  Mr.  Annunzio,  in  Chicago  we  have  a  fine  board  of 
ctors,  out  of  which  there  are  11  Americans,  Illinois  residents, 

only  three  Italians,  the  president  of  the  bank,  myself,  and  the 
ndent  of  the  bank  in  Rome. 

[r.  Annunzio.  Dr.  Rettallata,  chairman  of  the  board,  is  a  former 
ddent  of  the  Illinois  Institute  of  Technology.  He  was  on  the 
illy  of  Massachusetts  Institute.  I  am  only  talking  here  about 
irance  now  and  the  people  who  live  in  my  district  who  come  to 
r  lumk  and  in  good  faith  put  their  money  in  your  bank;  I  just 
it  to  be  sure  they  are  insured. 
[r.  Dz  Luca.  They  are  insured,  sir. 
[r.  St  Germain.  Would  you  yield? 
[r.  Annunzio.  Yes. 

[r.  &r  Gekhain.  Do  you  have  any  Frenchmen  on  that  board  of 
ctors  in  Chicago? 

[r.  Annunzio.  I  can  testify  to  the  fact  that  they  have  every 
finality  represented.  The  Italians  are  magnanimous;  they  are 
renal. 

TEMENT  or  STEUART  PriTMAN,  COUNSEL,  INSTITUTE   OF 
FOREIGN  BANKERS 

[r.  PriTMAN.  You  have  made  a  point  that  is  vitally  important  to 
provisions  of  the  bill.  It  seems  to  me  in  these  hearings  as  I  have 
>rved  them  it  has  been  generally  missed. 
be  Banco  di  Roma  situation  in  Chicago  illustrates  the  point 
yare  insured  because  existing  law  requires  them  to  be  insured 
rDIC.  Because  they  have  incorporated,  they  are  subject  to  the 
k  Holding  Company  Act  and  that  has  a  provision  that  requires 
obeiBhip  in  FDIC. 
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It  is  impractical  for  foreign  banks  to  engage  in  retail  banking 
unless  they  incorporate  and  unless  they  subject  themselves  to  the 
Bank  Holding  Company  Act  and  are  thereby  subjected  to  manda- 


tory membership  in  FDIC. 
This  bill  won  t  change  a  1 


change  a  thing  with  respect  to  those  kinds  of 
banks. 

Mr.  Annunzio.  There  was  one  other  thing  that  I  am  interested 
in,  Mr.  De  Luca.  Is  there  any  provision  of  H.R.  7325  that  violates 
any  treaties  between  the  United  States  and  Italy? 

Mr.  De  Luca.  Well,  I  am  not  an  expert  on  this  subject,  so  I  would 
not  say  whether  there  is  actually  one,  but  we  lud  say  in  our 
statement  that  it  weis  important  to  take  into  consideration  that 
there  are  many  such  treaties  between  the  United  States  and  sevenl 
countries  and  that  perhaps  some  other  provisions  of  this  bill  mi^t 
be  in  violation  of  some  of  these  treaties;  but  specificaUy  I  cannot 
say,  also  because  I  am  not  an  expert  in  this  field,  whether  or  not 
there  is  such  a  violation. 

Mr.  Annunzio.  I  have  one  last  question:  Let's  talte  the  example  of 
the  gTEindfathering  in  your  statement.  You  have  a  branch  in  Q^ 
cago,  then  you  have  another  one  in  New  York? 

Mr.  De  Luca.  Yes,  sir. 

Mr.  Annunzio.  Do  you  have  any  on  the  west  coast? 

Mr.  De  Luca.  We  have  an  agenCT  in  San  Francisco. 

Mr.  Annunzio.  In  San  Francisco.  You  have  three  agencies  in  the 
United  States? 

Mr.  De  Luca.  Three  offices  in  the  United  States. 

Mr.  Annunzio.  You  have  established  a  subsidiary  in  Chicago 
operating  under  Ulinois  law? 

Mr.  De  Luca.  Yes. 

Mr.  St  Germain.  And  you  have  a  branch  in  New  York  and  an 
agency  in  San  Francisco? 

Mr.  De  Luca.  Yes. 

Mr.  St  Germain.  When  did  you  establish  a  branch  in  New  York? 

Mr.  De  Luca.  1974. 

Mr.  St  Geehain.  Therefore  you  would  be  grandfathered  in? 

Mr.  De  Luca.  We  would. 

Mr.  St  Germain.  And  there  is  no  problem  with  the  asenciea? 

Mr.  De  Luca.  The  agency  in  San  Francisco  was  estabu^ed  in 
1971. 

Mr.  Annunzio.  It  is  the  organization  jrau  represent  toda^ 

Mr.  De  Luca.  There  are  some  banks  that  have  establishea  some 
facilities  I  think  in  1975  or  1976  or  even  1977,  and  updated 
grandfathering  is  needed  for  the  protection  of  those.  They  are  banks 
coming  from  various  countries. 

Mr.  Annunzio.  To  give  you  a  better  understanding,  since  the 
legislation  we  last  passed,  in  my  own  city  of  Chicago  we  have  ei^t 
more  banks.  I  was  just  trying  to  get  your  explanation,  your  thinkmg 
on  this  grandfathering.  You  said  something  about  being 
grandfathered  the  day  we  passed  the  bill. 

Mr.  De  Luca.  We  believe  that  is  a  fair  date  of  grandfathering, 
when  the  bill  is  enacted.  Alternatively,  I  suggested  if  this  is  not 
possible,  the  grandfather  date  might  be  put  on  Uie  day  when  the  bill 
reaches  the  House  floor.  These  were  the  suggestions  we  made. 
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Blr.  PrmiAN.  On  the  grandfathering  point,  there  is  a  rather 
qtetnal  problem  here.  I  speak  as  one  of  the  many  lawyers  who  has 
been  adviaing  foreign  banks  about  expansion  in  the  United  States 
and,  therefore,  have  been  looking  at  the  legislative  process. 

Mr.  Annunzio.  Are  you  a  member  of  the  American  Bar 
AsBodation? 

Bifr.  PriTMAN.  Yes. 

BAr.  Annunzio.  Don't  brag  about  it  when  I  am  around. 

Mr.  PrmiAN.  The  point  I  want  to  make  is  that  the  Senate  also  is 
participating  in  the  l^islative  process  and  held  hearings  over  there, 
aa  ^ni  know.  Senator  Mclnt3n-e  took  the  perhaps  unusual  step  of 
putting  out  a  seven-point  kind  of  trial  balloon  of  ideas  he  had  on 
this  le^slation  which  would  have  pretty  well  taken  out  of  the  bill 
any  restrictions  on  interstate  branching.  He  also  expressed  such 
views  during  those  bearings,  so  it  left  the  advisers  of  foreign  banks 
in  the  position  where  the^^  are  saying  you  really  can't  make  a 
decision  on  whether  I^islation  is  likely  or  not  likely  at  this  point  in 
tame  and  you  had  better  continue  routine  business  and  planning 
without  attempting  to  speculate  on  the  unknown. 

Mr.  St  Germain.  By  the  same  token,  they  are  and  have  been  on 
notice  that  legislation  is  under  serious  consideration  and  that 
legislation  passed  the  House  last  year;  with  all  due  deference  to  my 
respective  counterpart  in  the  Senate,  this  is  a  two-branch  Congress, 
ana  I  don't  think  that  the  views  on  this  side  have  been  kept  hidden 
or  secret.  They  have  been  very  open,  so  that  you  have  notice  from 
two  sides. 

Mr.  PiTTHAN.  We  appreciate  that  and  that  is  the  point  I  am 
trying  to  make;  it  does  take  two  branches  to  make  law. 

Mr.  Annunzio.  Mr.  De  Luca,  I  am  trying  to  develop  something 
for  the  record  so  that  the  American  people  can  have  a  much  better 
understanding  of  foreign  banks  in  the  United  States.  I  would  like 
for  you,  as  an  ofFicied,  not  only  as  a  member  of  the  Bank  of  Rome, 
but  as  a  member  of  the  institution,  to  imswer  these  questions. 

I  want  to  show  that  it  is  not  a  one-way  street.  You  don't  set  up 
the  branches  to  make  all  the  money,  and  you  are  not  helping 
yourself,  or  you  are  not  helping  America,  or  the  community,  or 
Americans  in  general. 

There  is  a  targe  part  of  the  business  of  the  Bank  of  Rome  in  this 
country.  Does  it  encourage  trade  between  the  United  States  and 
Itahr? 

Mr.  Db  Luca.  Yes. 

Mr.  Annunzio.  Does  your  presence  here,  and  in  Chicago  in 
particular,  assist  in  encouraging  mutually  beneficial  trade  relations 
between  the  two  countries  because  of  their  ties  with  companies  in 
ItaW? 

Mr.  Db  Luca.  Yes. 

Bfr.  Annunzio.  Do  you  provide  a  valuable  service  in  helping  U.S. 
CMnpaniee  export  to  Italy? 

Mr.  Db  Luca.  We  do. 

Mr.  Annunzio.  Do  you  help  Italian  companies  who  are  exporting 
to  the  United  States? 

Mr.  Ob  Luca.  Yes,  sir,  we  do. 
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Mr.-  Annunzio.  Is  this  kind  of  activity  a  very  essential  ingrediart? 
Do  you  think  this  is  an  essential  ingredient  in  fostering  fnendahip  j 
and  political  alliances  all  of  us  depend  upon  so  much  in  the  free  | 
world? 

Mr.  De  Luca.  I  think  it  is  a  very  important  ingredient 

Mr.  Annunzio.  And  that,  I  would  say,  is  applicable  to  the  | 
gentlemem  from  Japan  and  Mr.  Kuchler? 

Mr.  ICHiKAWA.  Yes. 

Mr.  Kuchler.  Yes. 

Mr.  Annunzio.  Are  you  getting  along  with  the  communist  psi^ 
over  in  Italy? 

Mr.  Db  Luca.  I  am  a  banker  and  am  not  in  politics. 

Mr.  Annunzio.  Bankers  are  not  in  politics.  You  remain  free.  Yoa 
are  independent  like  our  Federal  Reserve  Board  is  here.  We  have 
no  politicians  on  that  Board. 

I  have  no  further  questions  but  I  want  to  say  to  the  gentleman 
who  has  a  bank  in  Chicago,  I  am  happy  to  have  the  ben«it  of  your 
testimony. 

Mr.  Hyde  can  speak  for  himself,  but  we  are  always  happy  to  haie 
businessmen  from  our  State  before  this  pemel  and  we  appreciate  the 
work  being  done  in  our  community,  the  jobs,  the  industry  and 
keeping  the  community  together. 

Mr.  St  GeriiIAIN.  I  state  to  my  colleague  I  am  troubled  here.  A 
few  moments  ago  he  said  to  Mr.  Pittman  if  he  was  a  member  of  ^ 
ABA,  he  wasn^  a  friend  of  his.  Is  that  it? 

Mr.  Annunzio.  No,  I  said  I  wouldn't  brag  about  it.  If  you  have 
trouble  with  me,  wait  until  you  get  to  the  Senate. 

Mr.  St  Germain.  The  reason  I  ask  that  question  is,  the  gmtleman 
from  Chicago  sounded  to  me  like  one  of  the  finest  members  the 
ABA  ever  had.  If  I  ever  heard  an  example  of  what  is  zoned 
classically  in  the  practice  of  law  as  leading  questions,  jri,  yi,  yi;  he 
was  terrific. 

Mr.  Annunzio.  My  distinguished  chairman  also  sits  on  another 
committee  with  me  and  I  tlunk  he  knows  the  reason  I  made  that 
statement,  because  he  got  very  upset  one  aftemon  when  a  represen- 
tative of  the  ABA  was  here  and  said  something  to  the  effect  that 
they  were  in  convention  on  the  west  coast  somewhere  and  they  had 
had  a  resolution  against  a  bill  that  both  of  us  were  deeply  inter 
ested  in.  The  ABA  was  against  it. 

Upon  investigation,  I  find  that  certain  lawyers  were  selling  their 
letterheads  to  unscrupulous  debt  collectors  and  making  a  buck,  Init 
the  ABA  had  to  go  on  record  against  the  debt  collection  bill  becauae 
they  didn't  want  these  lawyers  deprived  of  $30  a  month.  It  is  all 
right  to  break  somebody's  head,  but  don't  take  $30  away  from  a 
lawyer.  That  is  the  reason  I  keep  referring  to  that.  Every  place  I 
can  I  want  to  do  the  best  I  can  to  give  them  the  beet  advertiidng  I 
can. 

Mr.  St  Germain.  After  that  landslide  victory  we  had  on  the  floor 
last  week,  we  will  get  back  to  foreign  banking. 

Mr.  Annunzio.  We  passed  that  bUl  by  one  vote,  by  the  wav. 

When  I  say  we  passed  the  bill  by  one  vote,  you  must  renmnbo' 
there  are  435  Members  of  Congress  and  I  wouldn't  accuse  anybody 
of  a  conflict  of  interest,  but  there  are  at  least  300  lawyers  in  the 
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mgreea,  bo  if  you  want  to  know  why  things  are  screwed  up,  that  is 


Mr.  &r  Gebbiain.  Should  I  resign  from  the  bar? 
Mr.  Annunzio.  The  people  will  wake  up  one  of  these  days. 
Mr.  St  Germain.  On  page  16  you  refer  to  foreign  bankera  and 
munercial  banking.  You  will  note  that  foreign  bankers'  share  of 
immercial  banking  deposits  are  still  quite  small.  This,  as  a  matter 
'  fact,  is  true.  However,  the  share  is  growing  and  the  fact  is  that 
ireign  buiks  now  obtain  35  percent  of  their  ftmds  from  U.S. 
nporations  and  other  U.S.  nonbanking  sources  and  Bubatantial 
Imtional  funds  from  other  U.S.  banks.  £>]ually  important,  foreign 
inks  now  account  for  approximately  14  percent  of  the  commercial 
id  industrial  loans  made  in  the  United  States,  up  from  10  percent 
years  ago. 

Now,  doesn't  this  increase  in  their  share  of  U.S.  deposits  and 
ans  justify  the  concern  of  some?  Don't  you  feel  there  is  reason  for 
tme  concern  about  the  existence  of  competitive  advantages? 
Mr.  De  Luca.  Well,  Mr.  Chairman,  we  think  in  all  this  field  of 
le  loans  we  have,  of  course,  benefited  by  coming  to  the  United 
tates,  but  we  also  have  brought  something  into  it,  and  especially 
om  ihe  point  of  view  of  competition  with  big  city  banks,  and  I  do 
9t  personally  see  why  this  should  be  a  matter  of  concern.  The  fact 

tat  foreign  banks 

Mr.  St  Germain.  If  I  were  in  vour  shoes,  I  wouldn't  either. 

Mr.  Ds  Luca.  After  all,  if  this  bill  were  passed,  I  don't  see  how 

tose  loans,  those  14  percent  of  total  U.S.  loans  that  you  mentioned, 

ould  be  affected  at  any  rate. 

Mr.  St  Germain.  It  is  a  question  of  judgment. 

Mr.  De  Luca,  or  anyone  on  the  panel — as  a  matter  of  fact,  I  would 

ke  to  have  answers  from  all  three — during  the  last  Congress  when 

e  held  hearings  on  this  l^islation  and  again  in  this  set  of 

tarings,  we  were  hearing  about  retaliation.  We  heard  one  witness 

\y  last  week  that  either  he  or  ^e  group  he  represented  had  a 

eling  that  there  would  be  retaliation  by  the  same  token  as  was 

loted  by  Mr.  Palmer  here  earlier  this  morning.  Dr.  Jahn  made  it 

sry  clear  in  the  Senate  hearings  in  1976  that  he — in  fact  he 

.teijected  during  the  questioning  to  state  this  defmitely  was  not 

le  case. 

I  am  wondering  whether  or  not  you  people  also  have  concern 

Kwt  the  fact  that  there  might  be  retfdiation? 

Mr.  Db  Luca.  Well,  Mr.  Chairman,  first  of  all,  we  don't  really  like 

ds  word  "retaliation." 

Mr.  St  Germain.  I  agree  with  you. 

Mr.  De  Luca.  There  is  one  point.  International  banking  has  been 

-owing  in  these  last  10  years  very  much  and  international  banks 

ive  been  cooperating  very  well.  I  think  the  panel  of  the  EEC 

{legation  this  morning  indicated  how  international  banks  at  large 

id  been  a  major  factor  in  solving  problems  of  redistribution  of 

itro  dollars  and  Buch  things. 

Now,  this  cooperation  came  about  because  international  banks 

re  seeing  more  of  each  other;  they  are  competing  more;  they  are 

•operating  more  and  the  United  States  has  always  been  the  most 

jen   society.   They   have  been    leading  the   way  to  further 

operation. 
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Now,  a  legislation  that  should  in  some  way  limit  or  constrain  tht 

activity  of  the  foreign  banks  in  the  United  States  would  change  the 
climate,  would  be  interpreted,  perhaps — and  this  is  a  two-wsj 
street— it  would  change  the  climate  and  I  think  that  is  what  one  of 
the  witnesses  in  the  previous  hearing  said. 

It  is  Uie  climate  of  international  banking  which  would  have  a 
setback.  That  is  what  this  would  mean.  Does  this  answer  your 
question? 

Mr.  St  Germain.  Mr.  Ichikawa. 

Mr.  Ichikawa.  I  have  the  same  opinion. 

Mr.  KucHLBH.  I  would  like  to  add  there  can  be  a  problem  when 
you  have  a  country  like  Switzerlemd  in  whose  banking  laws  it  aayt 
that  the  granting  of  reciprociy  is  the  condition  for  a  foreign  bank  to 
establish  itself.  So  automatically,  by  not  being  able  to  fiiUy  ezpand 
within  the  same  framework  of  laws  as  the  American  banks  oo  in 
this  countrv,  that  could  create  questions  and  complications. 

I  am  glad  I  have  an  opportunity  to  answer  to  a  question  which  I 
think  remain^  unanswered  this  morning  about  Switzerland  and 
restrictions  on  foreign  banlcs  coming  to  Switzerland.  The  question 
was  put  by  Representative  Wylie  and  I  can  say  the  only  reetrictioo 
that  we  have  is  that  granting  of  reciprocity.  There  are  no  other 
restrictions  on  foreign  banks'  admission  into  Switzerland.  They  can 
do  the  same  business  Swiss  banks  can  do. 

Mr.  St  Germain.  Except  you  Eu*e  no  longer  allowing  any  new 
foreign  banks  to  enter  and  haven't  since  the  late  sixties. 

Mr.  KucHLER.  I  b^  your  pardon? 

Mr.  St  Germain.  Is  that  your  policy,  to  avoid  overbanking  since 
the  late  sixties? 

Mr.  KucHLEE.  Yes. 

Mr.  St  Germain.  How  many  new  banks  have  been  established  in 
Switzerland  in  the  past  7  years? 

Mr.  KucHLER.  I  don't  know  the  exact  figure,  but  I  don't  think  it  is 
more  than  a  dozen.  But  Switzerland  is  still  open  to  foreign  baoka 
for  branching.  This  is  a  fact. 

Mr.  St  Germain.  To  establish  a  new  foreign  bank  in  Switzerland? 

Mr.  KucHLBB.  Absolutely,  sir. 

Mr.  St  Germain.  When  we  met  with  the  Central  Bank  in  Switw^ 
land,  that  is  not  the  impression  we  received. 

Mr.  KuCHLER.  We  have  tightened  certain  requirements  on  foreign 
banks  entering — stricter  supervision,  for  instance — but  there  is  no 
restriction  other  than  what  Swiss  banks  are  subject  to. 

Mr.  St  Germain.  There  is  no  limitation  on  Swiss  deposit^ 

Mr.  KucHLEB.  Yes. 

Mr.  St  Germain.  When  did  that  go  into  effect? 

Mr.  Kuchler.  That  was  always  so. 

Mr.  St  Germain.  Do  we  limit  American  deposits  in  Swiss  banks 
here  in  the  United  States? 

Mr.  Kuchler.  I  am  sorry,  I  didn't  hear  that. 

Mr.  St  Germain.  Does  the  United  States  limit,  or  do  any  of  the 
States  limit  U.S.  deposits  in  Swiss  banks  that  are  established  here? 

Mr.  Kuchler.  No,  but  we  have  the  problem  if  we  want  to  expuid 
into  States  in  the  United  States  that  at  this  point  do  not  allow 
foreign  banks  to  come  in,  a  bank  of  that  State  could  not  essentially 
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sh  itself  in  Switzerland  because  there  is  no  flill  reciprocity 

i. 

is  Ein  area  that  can  create  conflicts  and  I  mention  this  in 
tion  with  the  question  that  you  fisked  about  retaliation.  We 

like  the  word  "retfdiation'   either. 

3t  Germain.  You  like  the  word  "reciprocity"  but,  as  I  said  to 
Central  Bank  when  they  used  the  word  "reciprocity,"  my 
nt  was  that  it  all  depends  on  which  dictionary  jrou  use  to 

"reciprocity." 

say,  you  limit  Swiss  deposits  in  foreign  banks  in  Switzerland. 

is  a  limitation.  Yes,  there  is.  Someone  behind  you  nodded. 

KucHLKR.  There  is  no  limitation  on  accepting  deposits.  There 

gative  interest  requirements  on  deposits,  but  that  is  some- 

totally  different.  I  think  that  has  been  confused. 

Dk  Luca.  Mr.  Chairman,  on  the  whole  I  would  like  to  point 

I  may,  we  do  not  urge  reciprocity,  but  we  do  urge  equal 
ent 

KUCHLER.  The  negative  interest  heisn't  too  much  to  do  with 
lit  that  is  an  interest  requirement  put  in  force  by  the  Swiss 
al  Bfmk  for  monetary  reasons.  All  the  banks  are  subject  to  it, 
!r  foreign  or  Swiss. 

St  Germain.  It  is  a  sort  of  limitation,  is  it  not? 
fCuCHLER.  You  can  put  your  deposit  there.  If  it  is  over  100,000 

you  have  to  be  prepared  to  pay  40-percent  interest  per  year. 
St  Germain.  You  may  say  you  don't  prohibit  deposits,  but 

very  restrictive,  isn't  it? 

KucMLER.  Those  restrictions  apply  to  the  Swiss  banks  the 
IS  the  foreign  banks. 

Br  Germain.  However,  do  we  have  any  restrictions  in  this 
r,  or  negative  interest  rates  in  this  country  on  American 
8  in  Swiss  banks  established  here? 
KuCHLER.  No,  I  am  very  pleased  that  you  do  not  have. 
&r  Germain.  Do  you  call  that  reciprocity? 
KucHLER.  I  was  trying  to  explain  it  is  imposed  for  monetaiT 
i.  We  could  not  stand  the  inflow  of  deposits  into  Switzerland. 
3t  Germain.  That  is  why  I  say  it  depends  on  what  dictionary 
e. 

lemen,  we  may  have  a  few  more  questions  to  submit  to  you 
:iiig.  We  want  to  thank  you  for  a  very  stimulating  appear- 
Ve  are  happy  we  were  able  to  get  to  you  this  morning.  I 
e  none  of  you  are  catching  the  Concorde  this  afternoon,  but  if 
ve  nothing  else  to  do  at  this  time,  why  don't  you  spend  some 

here  and  help  out  our  economy? 
lemen,  we  once  again  want  to  thank  you  very  kindly. 
subcommittee  will  be  in  recess  until  1:30,  at  which  time  we 
ar  from  Chairman  LeMaistre  of  the  FDIC  and  Mr.  Bloom  of 
mptroller's  Office. 

treupon,  at  12:20  p.m.,  the  subcommittee  was  recessed,  to 
me  at  1:30  p.m.,  the  same  day.] 
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AFTERNOON  SESSION 

Mr.  St  Germain.  The  subcommittee  will  come  to  order.  Our 
witnesses  this  afternoon,  a  panel  of  the  Honorable  Getuge 
LeMaistre,  Chairman  of  the  Federal  Deposit  Insurance  Corptwatkn, 
and  the  Honorable  Robert  Bloom,  First  Deputy  for  Ptdiqrt  Office  of 
the  Comptroller  of  the  Currency. 

We  will  place  in  the  record  immediately  following  the  tettixaaaj 
and  the  questioning  of  our  two  witnesses  on  this  last  panel  the 
statement  submitted  by  the  Honorable  Geoige  Busbee,  Govenwr  cf 
the  State  of  Geoi^ia. 

In  view  of  the  fact  Governor  Busbee,  because  of  ■cbeduliof 
conflicts,  could  not  be  here,  we  have  agreed  to  put  his  state 
the  record  in  its  entirety.  Also,  immediately  followinfr  G 
Busbee's  statement,  we  shall  insert  the  statement  received  froo 
Stroock  &  Stroock  &  I^van,  on  behalf  of  Bank  Hapoalim  BJL  of 
Israel. 

Chairman  LeMaistre,  it  is  nice  to  welcome  you  here.  I  bdieve  it  ii 
your  first  appearance  before  this  subcommittee.  We  take  this  c 
sion  to  con^atulate  you  and  tell  you  how  much  we  have  c 
working  with  you  over  the  years,  and  we  look  forward  to  i 
with  you  as  Qiairman  of  the  FDIC. 

We  will  put  your  entire  statement  in  the  record  at  this  pcnnt  and 
you  may  proceed  to  elaborate. 

STATEMENT  OF  HON.  GEORGE  A  LeMAlSTRE,  CHAIRMAN,  FD- 
ERAL  DEPOSIT  INSURANCE  CORPORATION 

Chairman  LeMaistre.  Mr.  Chairman,  I  welcome  the  opportmrifr 
to  testify  on  the  issues  raised  in  HJl.  7326,  the  Intematkaw 
Banking  Act  of  1977. 

The  efforts  of  this  subcommittee  and  the  chairman,  aa  well  ■■  As 
efforts  of  the  Committee  on  Banking,  Finance  and  Urban  Affiliil  in 
this  area  have,  I  think,  been  timely  and  appropriate  in  li^it  of  tti 
rapidly  growing  presence  of  the  operations  of  ror^gn  banks  in  ttil 
country.  As  I  understand  it,  the  stated  goals  of  H.R.  782S  ar^  find 
to  provide  a  system  of  Federal  r^ulation  of  the  domestic  actirttiM 
of  foreign  banks— thought  to  be  necessaiy  because  <^  the  role  Ami 
institutions  play  in  domestic  fmancial  markets,  their  impact  on  ttl 
domestic  and  foreign  commerce  of  the  United  States,  and  the  fid 
that  most  foreign  banks  who  operate  in  this  counby  operate  it 
more  than  one  State. 

Second,  the  bill  would  subject  foreign  banks  operating  in  die 
United  States  to  national  treatment.  Inat  is,  where  appm  '  '~ 
foreign  and  domestic  banks  operating  within  the  United  ! 
would  be  treated  equally. 

It  seems  to  me  that  as  a  general  principle,  the  goal  of  n 
treatment  or  nondiscrimination  in  the  r^iulation  of  foreign  antw- 

E rises  operating  in  the  United  States  is  highly  desirable  and  dwoM 
e  pursued  provided  that  its  implementation  is  feasible  and  Oift 
adherence  to  it  would  not  interfere  with  some  other  impi  '  ~* 
public  policy  objective. 
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larly,  I  agree  with  the  notion  that,  consistent  with  our 
roric  of  bank  supervision,  U.S.  operations  of  foreign  banks 
to  be  subject  to  Federal  r^ulation  and  BUpervision.  In  addi- 
>  the  areuments  that  are  based  on  fairness  to  domestic 
itorB,  I  tnink  a  strong  case  can  be  made  for  the  proposition 
le  qiecial  characteristics  of  foreign  branches  and  agencies 
le  to  a  set  of  concerns  which  is  peculiarly  Federal  in  nature 
irticularly  the  province  of  the  Federal  Reserve  System.  For 
easons,  I  support  the  essential  thnist  of  the  legislation  before 
mmittee  and,  indeed,  I  strongly  endorse  many  of  its  provi- 
wt  at  the  same  time  I  must  sav  I  would  he  less  than  candid  if 
t  expreee  some  reservations  about  certain  aspects  of  the  bill 
Eted  and  offer  my  own  views  as  to  some  preferable  policy 
i.  In  some  respects  it  seems  to  me  that  the  bill  itself  deviates 
lie  policy  of  nondiscrimination  without  an  overriding  reason 
ng  so  and,  if  I  may,  I  will  outline  the  FDICs  views  with 
;  to  six  of  the  nugor  facets  of  this  l^islation. 
Brst  <8ie  is  with  reference  to  section  4  cf  the  bill  which  would 
)  a  Federal  option  for  domestic  branches  and  agencies  of 
.  banks  and  would  fadlitate  ownership  by  foreign  banks  of 
\ct  corporations,  and  national  banks.  Consistent  with  the 
ie  of  nondiscrimination,  those  provisions  would  afford  foe- 
stitutions  the  benefits  of  choice  that  are  implicit  in  our  dual 

of  banking  and  I  heartily  endorse  these  changes, 
practical  effect  of  section  5(a)  of  the  bill  is  to  restrict  domestic 
aries  and  direct  brfmches  of  a  foreign  bank  to  its  home  State. 
rust  of  these  provisions  is  to  apply  the  principle  of  national 
ent,  as  embodied  in  the  McFadden  Act,  to  the  U.S.  branches 
ign  banks.  Absent  some  overriding  public  interest,  notions  of 
and  Efymmetry  would  naturally  lead  one  to  adopt  the  course 
I  proposed  in  the  bill,  but  in  my  judgment  there  is  an 
ling  public  interest  which  leads  me  to  oppose  the  application 

principle  of  national  treatment  in  this  4>articular  context 
9  it  is  unlikely  that  a  foreign  bank  will  want  to  make  its 
entry  and  single  location  of  operations  in  the  United  States 

of  New  York,  California  or  niinois.  The  net  effect  of  these 
Dns  would  severely  restrict  the  ability  of  cities  outside  these 
to  develop  as  centers  of  international  commerce. 
.  practiced  matter,  if  interstate  banking  opportunities  are 
jsd  for  foreign  banks,  other  States  would  find  it  quite  diffi- 

attract  foreign  banks  and,  hence,  would  not  reap  benefits 
ing  irom  the  activities  of  thfse  banks,  benefits  which  might 
ificant  for  the  local  or  regional  economy.  This,  it  seems  to 
neither  fair  nor  desirable. 

on  8  of  H.R.  7325  subjects  foreign  banks'  domestic  agencies, 
Bs,  commercial  lending  companies,  and  affiliates  to  the  provi- 
rthe  Bfuik  Holding  Company  Act  of  1956  as  amended  in  1970 
uld  subject  foreign  banks  operating  in  the  United  States  to 
ust  of  the  Glasa^teagall  Act.  Although  the  bill  would  grand- 
indefinitely  other  nonbanking  activities  and  securities  activi- 
ich  are  not  domestic,  the  bill  would  require  divestiture  of  all 
ic  securities  activities  by  foreign  banks  by  December  81. 
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It  seems  to  me  it  would  be  fairer  euid  less  disruptive  to  erandfo- 
ther  all  the  eziating  securities  operations  of  foreign  banks.  To  do  ao 
would  minimize  any  likelihooci  of  retaliation  and  eliminate  the 
hardship  of  winding  down  operations  on  those  institutions  whidi 
heretofore  have  played  the  game  according  to  the  rules  as  the; 
exist.  Although  this  approach  would  be  at  odds  witii  tiie  cononit  a 
national  treatment,  the  practical  eifect  would  be,  I  think  minJnml, 
given  the  limited  scope  of  existing  foreign  bank  securitiea 
operations. 

The  former  chairmen,  my  predecessors,  Frank  Wille,  and  Bob 
Bamett,  have  previously  indicated  in  statements  to  this  committee 
that  the  FDIC  has  had  serious  reservations  about  the  neceasibr  and 
desirability  of  making  deposit  insurance  coverage  availal^  for 
domestic  branches  of  foreign  banks  and  these  reservations  have 
arisen  primarily  from  the  concern  that  insufElcient  l^al  and  regu- 
latory controls  could  be  placed  on  the  operations  which  are  not 
legally  separate  from  the  parent  bank  in  the  foreign  countiy. 

Notwithstanding  these  views,  a  number  of  interested  parties, 
including  the  Federal  Reserve  System,  have  strongly  argued  Uiat 
some  form  of  deposit  insurance  coverage  should  be  available  to  \JS. 
branches  of  foreign  bemks.  The  surety  bond  or  pledge  of  assets 
method  of  providii^  protection  similar  to  deposit  insurance  cover 
age,  which  is  provided  in  the  bill,  attempts  to  respond  to  then 
views,  but  we  believe  that  this  facet  of  the  oill  is  both  onerous  md 
impracticed  as  drafted,  fmd  iis  an  edtemative  to  this  approach  the 
Corporation  recommends  that  a  modified  version  of  the  surety  txml 
and  pledge  of  assets  approach,  which  is  presently  contained  in 
section  6  of  the  bill,  be  combined  with  r^ular  deposit  insurance  for 
such  branches  and  be  made  avfdlabte  on  an  optional  basis. 

If  foreign  banks'  domestic  branches  choose  deposit  insurance 
under  a  revised  section  6,  they  would  become  subject  to  what  1 
think  is  a  less  onerous,  less  burdensome  surety  bond  and  pledge  of 
assets  requirement  which  would  be  designed  to  minimjTg  the  risk  to 
the  fund  without  placing  an  undue  burden  on  the  bank. 

If  deposit  insurance  is  made  available  to  domestic  branches  of 
foreign  banks  on  the  basis  we  have  suggested,  we  believe  we  would 
then  fmd  it  necessary  that  the  bill  give  the  FDIC  explicit  authtni^ 
to  examine  such  branches,  whether  licensed  federally  or  by  ^ 
States,  when  necessary,  in  its  judgment,  to  assess  the  potenttai 
exposure  of  the  insurance  fiind  etrising  from  insuring  the  bank'i 
domestic  deposits  or  to  determine  wheth^  the  bank  is  nrnnplyiag 
with  the  pledge  of  assets  and  surety  bond  requirement  imposed  br 
the  bill.  ^^ 

We  would  also  rerammend  that  such  branches  be  subject  to  the 
revocation  of  their  insured  status  under  section  8(a)  of  our  act 
Additionetlly,  the  bill  should  provide  that  the  FDIC  be  appointed 
receiver  of  the  branch  in  the  event  of  its  closing  and  that  all  the 
FDIC's  fmancial  assistance  and  liquidation  powers  under  the  Fsd- 
ered  Deposit  Insuremce  Act  apply  to  insured  domestic  branches  of 
foreign  banks. 

Section  7(a)  of  the  bill  subjects  all  branches,  agencies  and  com- 
mercial lending  companies  controlled  by  foreign  beuiks  whose  world- 
wide assets  exceed  |1  billion  to  reserve  requirements  and  deposit 
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interest  rate  controls  imposed  by  the  Federal  Reserve  on  member 
banks,  as  well  as  making  possible  the  access  by  these  institutions  to 
many  of  the  benefits  of  Federal  Reserve  membership. 

For  all  practical  purposes,  the  bill,  though  it  expressly  s^  that 
membership  is  not  required,  does  in  fact  require  Federal  Reserve 
membership,  even  though  it  is  not  directly  stated. 

As  I  have  said  in  other  testimony  particularly  to  the  Senate 
Banking  Committee  this  year,  I  do  not  believe  that  the  issue  of 
reserve  requirements  for  nonmember  institutions  should  be  dealt 
with  on  a  piecemeal  basis.  It  seems  to  me  instead  that  the  relation- 
ship to  the  Federal  Reserve  System  of  all  banking  institutions, 
including  foreign  banks,  which  choose  not  to  join  the  Federal 
Reserve  System,  should  be  studied  in  a  systematic  and  unified 
fashion. 

This  approach  is,  of  course,  consistent  with  the  principle  of 
national  treatment,  or  nondiscrimination  emd,  conversely,  to  re- 
quire what  is  in  effect  Federal  Reserve  membership  for  only  those 
domestic  affiliates  of  foreign  banks  having  total  assets  of  more  than 
$1  billion,  would  represent  a  deviation  from  that  principle. 

I  recognize  full  well  that  the  principle  of  national  treatment 
cannot  l^  viewed  as  an  absolute  smd,  as  I  indicated  at  the  outset, 
that  concept  should  certainly  give  way  before  overriding  public 
policy  considerations  which  arise  out  of  special  circumstances.  In 
this  regaj-d  the  Federal  Reserve  has  argued  rather  strenuously  that 
the  operations  of  relatively  large  foreign  banking  institutions  pose 
just  such  a  case  and  this  nuuuUites  a  departure  from  the  principle 
of  national  treatment. 

Although  I  acknowledge  the  validity  of  the  Federal  Reserve's 
argument  that  operations  of  foreign  banks  do  pose  a  special  case 
which  may  give  rise  to  unique  problems  for  the  central  banker,  I 
really  am  not  yet  persuaded  by  the  evidence  presented  that  these 
potential  problems  are  yet  of  such  magnitude  as  to  pose  any  real 
risk  to  the  stability  of  our  economy. 

At  the  same  time,  I  must  say  I  recc^nize  fully  that  the  idea  of 
whether  to  depart  from  the  principle  of  nondiscrimination  on  the 
matter  of  reserve  requirements  is  a  knotty  issue  and  it  is  one  upon 
which  reasonable  men  can  differ. 

In  addition  to  grsmting  the  Comptroller  of  the  Currency  r^ula- 
tory  authority  over  Federal  branches,  agencies  and  commercial 
lending  companies,  section  7  of  the  legislation  would  provide  the 
Federal  Reserve  System  parallel  authority  over  all  branches,  agen- 
cies and  commercial  lending  companies  chartered  under  State  law. 

I  support  the  extension  of  Federal  regulatory  authority  over  these 
institutions  because  it  is  consistent  with  the  principles  of  a  system 
of  Federal  regulation  and  national  treatment  and  not  because  I  see 
imy  dissatisfaction  with  the  existing  regulation  by  State  authorities. 
Although  I  do  not  object  strenuously  to  the  proposed  delegation  of 
this  authority  to  the  Federal  Reserve  with  respect  to  State-char- 
tered foreign  institutions,  I  would  point  out  that  absent  the  require- 
ment of  mandatory  membership,  these  provisions  are  not  consistent 
with  the  principle  of  national  treatment  in  the  State-chartered 
nonmember  institutions  that  are  now  supervised  by  the  FDIC. 

As  indicated  earlier,  it  is  our  judgment  that  the  existing  pattern 
of  Federal  regulation  should  be  continued  unless  there  is  some 
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indication  that  it  is  inadequate.  Baaed  on  the  experience  that  m 
have  gained  from  examining  subeidiariee  of  foreign  banks,  we  feel  it 
would  be  useful  for  the  FDIC  to  have  a  hand  in  the  r^ulation  of  tjie 
domestic  operations  of  foreign  banks  and  that  the  Corporation  can 
do  the  job  adequately. 

Thank  you. 

[The  prepared  statement  of  Chairman  LeMaistre  foUows:[ 


tt.    R.    7325,    95th  Congresa. 
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Mr.  Cluinnaii,  I  waleoma  tt«  opportanltr  to  t«*tUr  oa  laanaa 
raiaad  in  H.  R.  7325,  tika  Aiteniatlonkl  Baiddng  Act  of  19T7. 

T&a  «£fOTta  of  Iba  Houta  BaaUiig,  Cnrraner  and  Honalng 

Committea  and  IMa  Sabcomtnlltaa  la  fida  araa  bava  baan  tknalf  and 

apptopriate  is  Ught  of  Iha  rapidly  groirtiif  praaanca  of  Iba  oparaUoaa  - 

of  teraigti  baid»  in  tfaa  Unttad  Stataa.  According  to  atatiatlca  provtdad 

bf  Iha  Fadaral  Reaarva,  from  Novembar  1972  to  Ilia  and  of  1976,    Aa 

annlbar  of  U.  B.  bankinK  InatttutloBa  ownad  bf  foraiga  bacJca  lacraaaad 

from  104  to  202  and  toatr  total  V.  S.  aaaata  niora  tiian  tilplad  from 

$24  bUllon  to  176  billlan.  Slnca  196S,  thara  baa  bean  alnwat  a  tmabOA 

Incraaaa  In  flialr  aaaetB. 

Foreign  banka  praiestly  operate  In  Qie  United  Stataa  tfarao^ 
■ecuTlEles  ■fflllatcB 
afendea,  direct  branchea,   aubaldlarlea/and  commercial  lending  com- 

paniea.    Currently,  Qieia  foreign  banking  organlaatlona  are  locaiM 

in  nine  atatei  plua  Puerto  Blco  and  fte  Virgin  lalanda.    Howavar,  92 

paT«<Bit  of  all  forelgii  banking  ofBcaa  In  Ilia  U.S.  are  concentrated  In 

Haw  York.  CalifomU  and  Qlinoia. 

la  taTTTii  of  both  nnmbar  of  oHieat  and  amount  Of  aaaata, 

agandea  are  Oie  dominant  form  of  tbralgn  banUag  In  Iha  D.  S,    Aa 

of  December    1976,   91  agandas  wlto  approatmataly  930  blUlon  in 

aaaeta  were  oparatlng  in  New  York,  Callfamla,  Georgia  and  tbiwait. 

Aganciea  operate  under  itata  llcenaaa  and  are  not  patmlttad  to  hold 

dapoaiti  but  thalr  cnitomeri  may  maintain  credit  balanoaa  ^rideh  are 

tachnlcaUy  due  to  the  account  of  flie  home  ^fOce. 
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Direct  branchei  are  tba  moBt  rapidly  growing  foim  of  foreign 
banking  In  the  United  States.    There  were  70  btanchea  wiOk  aBseti  totalling 
$Z8  billion  in  New  York,  niinois,   Washington,  Oregon.  Mastachuietts, 
Puerto  Rico  and  fiie  Virgin  Iilands.    Branchei  are  licensed  under  state 
law  and  are  permitted  to  bold  bofli  foreign  and  domestic  deposits.   These 
deposits  are  currently  not  eligible  for  Federal  deposit  insurance. 

Foreign  banks  owned  36  state -chartered  subsidiaries  In  New  York, 
California,  Illinois  and  Puerto  Rico,  with  assets  of  $16  billion.    Such  sub- 
sidiaries may  become  members  of  the  Federal  Reserve  Systeni.    Five  have 
choeen  to  do  so.    Also,  foreign  banks  may  apply  for  national  charters  for 
bank  Bubsldiarles:  however,  the  requirement  that  all  national  bank  directors 
be  U.S.   citizens  has  made  this  unattractive.     Bank  subsidUriei  of  forFlgn 
banks  are  subject  to  the  Bank  Holding  Company  Act  of  1956,  and  must  mainla 
FDIC  insurance  coverage. 

Five  commercial  lending  corporationi  with  $1.9  billion  In  assets 
were  licensed  to  operate  in  New  York.     In  addition  to  having  a  wide 
range  of  conventional  banking  powera,   these  enttticB  may  engage  in  some 
Investment  banking. 

Finally,  a  total  of  21  securities  affUiates  were  licensed  to  operate 
in  the  U.S.   as  of  1975,     These  firms  are  engaged  in  underwriting  and 
direct  sale  of  securities,  activities  that  are  prohibited  for  domestic 
banks  by  the  Claaa-Steagall  Act.    Most  of  these  affiliates  are  loceted 
In  New  York  State. 
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K  a  £aT«lgn  haA  ekooMa  to  opant*  la  lU*  coonttr  aioiich  • 
donuvticaUr  tacoipontad  haiMng  nibaldUrr,  Its  opanttona  hara  mt» 
lanarmUr  nibjact  to  tfaa  aama  nalat  tntdar  the  Bank  Holdlas  Compaay 
Act  that  geram  dia  U.  S.   actlvltlai  of  domaittc  haak  holding  con^udeB, 
wta  UmUad  ascaptlona  isTol*liig  nonbanMiig  actlvltlai  pannittad  by 
FadBTal  lUMrva  ragolatlcoa  laauad  vndar  SactlOD  4(c)(9)  of  that  Act. 
Howarar,  to  Om  ntaM  Oat  a  feratgn  bank  oparatai  domaatleallr  Arough 
brancbaa,  aganclaa.  or  commafclal  laodlng  companlai.  It  ia  not  lubjact 
to  cartaln  raatilctlona  and  raqnlramanti  applicable  to  domaitic  banking 
orgaslsatlaaa  —  prtDdpally  Ooaa  which  forUd  opeiatlng  dspoilt-taUag 
oCficea  in  mora  dian  ona  atat*  and  oparatlng  affiliated  companies  engaged 
la  a  aaeurlUaa  bnatnaaa, 

na  rtatAd  goals  of  tUa  legislation  ara  twofold:    Hie  first  li 
to  provUa  a  ayatam  of  f  adaral  ragolatloo  of  tiia  domasttc  actlvlttei  of 
foratgn  banka  bacauaa  ol  Iba  rola  thaae  inatitntlons  play  In  domestic 
fiJiaiiclal  mariiats,  tbalr  Impact  on  the  domastlc  and  foreign  commerca 
of  the  Unitad  States  and  bacausa  most  foreign  banka  operate  In    more 
than  ona  state,     Tha  aacond  goal  Is  national  treatment  of  foreign  banka. 
In  otttar  words,  to  tha  axtent  possible  or  appropriate,  foreign  and 
domaatic  banka  operating  wlflilQ  tba  United  States  should  be  treated 

It  aeama  to  ina  ttiat  as  a  ganaral  principle,  Aa  goal  of  "national 
traabnant"  or  "DoodlscrimlnatlaD"  In  Iha  regulation  of  foreign  entarpriaea 
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opBratlni  In  tha  Ifailtad  Stetai  la  Ughly  daalrabla  and  iboald  b*  puriuad 
provldad  that  Iti  Implaniantatlaii  la  faaalbla  aad  adharanca  to  It  would 
Bot  interfara  wtUi  aoma  othar  Inoportant  public  policy  objactiva,    Altboiib 
aonia  hava  objactad  to  the  national  traatmant  approach  on  tba  sroonda  But 
It  will  prompt  foraign  coonttlaa  to  ratallata.  I  am  parauadad  by  Govainet 
Gardner's  view,  axpraaaad  whan  ha  waa  Deputy  Secretary  of  Ifaa  TreaanlTi 
Ifaat  retaliatiOD  by  faratgo  goveninianta  la  not  ". . ,  mpportad  by  tha  piadkil 
TealiUea  of  the  marketplace.  " 

Similarly,  I  am  in  complata  acraament  wtdi  die  notion  dut,  condal- 
ant  wlttk  our  f  ranuwork  of  bank  auparvlalaa,  U.  S.  oparattona  at  foraign 
banka  ahould  ba  subject  to    federal  regulation  and  aupervlalon.    In  a^^^^^^f^^' 
to  argumenta  baaed  on  faimasi  to  domeatlc  competitor  a.  a  atrong  case 
can  ba  made  for  tta  propoaltlan  that  tha  apaclal  charactaiiatlcs  of  foreign 
branches  and  agendas  give  rlaa  to  a  set  of  concerns  iriilch  is  pecnllarly 
federal  In  nature  and  particularly  the  province  of  the  Federal  Raaarra 

For  Ibaae  reasons,  I  an^ort  Bie  aaaantial  dtruat  of  dia  laglala- 
tlon  before  the  Committee  and.  Indeed,   atrongty  endorse  many  of  Ita 
provisions.    At  the  same  time,  I  would  be  less  than  candid  If  I  did  not 
express  raaervatlona  about  certain  aspects  of  the  bill  as  drafted  and 
Btata  my  own  vlawa  aa  to  prafarable  policy  cboicea.    In  soma  respects, 
it  sasms  to  ma  that  tiie  bill  llself  deviates  from  the  policy  of  nondla- 
crimination  without  an  ovairlding  reason  for  doing  so.    hi  the  discussion 
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iridclL  foUowa,  IdwUoalllBadt«FI>IC<a«l«wa  wUbMipMCttoalEflf 
A*  major  facats  of  tttta  laflalattoa. 

Provlrion  of  a  Fadiral  Chartaring  Qptton 

SMtlon  4  of  tha  Mil  woold  provUa  •  fadaral  opUoo  for  domaatlc 
bramchaa  and  agaaclaa  of  foralsB  badca  by  antfaoHaiac  A*  CoinptlDllat 
Id  approT*  dioiT  aataUialnnaDt  in  atataa  iriiara  Iha  fbralgn  baA  doaa 
not  alraadjr  oparata  a  branch  or  agancy  wtdar  acata  law  aad  whar*  acau 
law  doa*  aot  ptohlblt  Aa  aatabliahaatBt  of  •  fOralgn  braacli  or  agaaoy. 
neaa  bianchaa  and  aBandaa  will  ba  ragnlatad  and  a^arvlaad  like 
national  banka  to  dia  aztant  appic^tlata.    b  addWao.  SactloD  2  of  tka 
Ull  would  algnificBntlr  libaraliza  raqalramaita  In  Iba  Nattooal  Bank 
Act  and  Uia  Edga  Act  raatrlctlns  National  Baafc  and  Bd(a  Act  corpora- 
UoD  dlractora  to  U.  S.  dtUana.    Conaiatont  with  the  pttedpla  of 
Bondlac  rimlnation ,  flieaa  proriaiona  would  afford  foreign  laatitallCMa 
ttie  baneflta  of  choice  Implicit  In  our  dual  ayatem,    I  iMaitHy  andoraa 
Ifaaae  changea. 

ProMMtl^  on  hteratate  Rait-tng  Qparationa  by  Foreign  Banka 

SacHon  5(a)  of  the  bill  prohlbltB  Intaratate  brancUnf  by  £or«lgB 
banka  imlaaa  national  bank*  are  accorded  tha  aama  pdvUaga.     Uda  aok 
aaction  fnrttier  proridaa  that  eatablidunant  of  agency  or  aomtnatelal 
lending  company  opcratlani  outalde  tha  h«ina  etata  Bdaotad  by  a  ford^ 
budc  raquitas  tha  approval  of  a  atate  In  irillch  It  daalraa  i 
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TbuB.  irtiile  inMratate  oparftUana  ar*  pannittad  to  agaadaa  and  com- 
mcTclal  lending  camp  aid  aa,  tiie  practical  aftact  of  tha  praviaion  ia  to 
raitrlct  domeatlc  aubaidlarisa  and  direct  bnnchea  of  foreign  banks  to 
only  ita  'lioRie  atate.  " 

Hie  ttiruat  of  theae  provlalona  la.  of  courae,  to  apply  die  prin- 
ciple of  national  Ireatment,  aa  embodied  in  Olb  McFadden  Act,  to  Ibe 
U.  S.  branchea  of  foreign  banka.    It  ia  argued,  and  fliara  ia  perfaapa  aome 
validity  to  die  argument,  that  foreign  banks  enjoy  a  competitive  advantage 
In  that  tbay  can  conduct  multi--atate  d^oatt  ><a«<lrtwj  operatlona.   Certainly, 
whatever  the  impact  on  the  ability  of  a  foreign  bank  to  coDipete,   it  abould 
be  acknowledged  that  foreign  banka  do  enjoy  a  privilege  tbtX  many  U.  5. 
banka  covet  dearly. 

Hovever,  U  abould  alao  be  noted  that  foreign  banka  currently 
operate  banking-type  operatlona  in  only  eleven  U,  5.    atatea  and  terii- 
toriea  while  interatate  operatlona  of  our  large  bank  holding  companlea 
ntend  into  almost  every  state.     These  interatate  activltlea  include 
conaumer  and  aales  finance,  rommercial  lending,   mortgage  hanking. 
Belling  and  reinauring  credit  related  inaurance,   leaalng.   computer 
•ervicea  and  providing  venture  capital  to  busineaa,     U.S.   banka  may 
also  eatabllab  Edge  Act  corporations,  loan  production  offlcaa  and 
rapreaentative  ofQcea  in  atatea  other  than  their  home  atata. 

Absent  Mma  overriding  public  inlaraat,  noHona  of  equity  and 
■ynanetry  would  lead  ona.to  adopt  flie  courae  proposed  in  the  bill.    How- 
ever, in  my  judgment  there  la  an  overriding  public  Intereet  «4iich  leada 
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m«  to  •tMBBOttslr  oppoM  •ppUcaUoa  of  th*  piiaclpla  of  iwtloaal  tnMlmcat 
In  diia  cooMxt. 

WotwlttnUndlng  Uia  provialcHu  under  Ssctlon*  Z  and  4  irtilch  peisilt 
foreign  banlcB  to  «pply  for  ■  tadaral    charter  in  any  atata  which  doaa  ^t 
piohifalt  foraign  hanWng  nndar  acata  atatate.  It  ii  unllkaly  that  a  <oratffn 
bn^  wUl  want  to  maka  its  initial  antry  and  alagle  locatlan  of  oparatlona 
in  tta  United  State*  outalda  Naw  Yoric,  CaUfomU  ot  Dlinoia.    Aa  a 
pmcHcal  matter.  If  interstate  banking  opportanitlaa  ara  foracloaed  for 
torafgn  banka,  ot)i«r  atnte*  would  find  it  dlfOcult  to  attract  foreign  bank* 
and,  hence,  woold  not  reap  benaflta  atemndng  from  the  activltlea  of  tteaa 
banka  --  beneflta  that  may  wall  accrue  to  <ha  local  economy. 

Qaa  ahould  not  minimise  be  value  of  foreign  banking  growth  to  fh» 

>»wWng  eommonlty  aa  a  iriiole.    In  an  interview  pnhUahed  in  tiie  June  19TT 

Unie  of  Euioinoney,  Paul  Volckar,  Prasldant  of  the  Federal  Reaarve  Bank 

□f  New  Yorii,  atated  that 

Bankers  In  general  -  tiioaa  of  the  New  York  mentalitr  •Byway  - 
hold  that  additional  eon^atition  genenta*  additional  bnalnaai. 
To  the  extent  that  It  aupporti  the  grovtili  of  New  York  aa  an 
tntemaltonal  banking  centre  it'i  going  to  be  good  for  everybody. 
More  of  the  world' ■  businaas  will  be  focuaed  here,  and  the  more 
effective  and  efficient  this  mariiet  la,  we'U  all  ba  able  to  make 
Bome  money  out  of  it.    Batter  hare  than  alaeiriiare. 

I  Bc«  no  reaaona  why  ofliar  citiea  in  ottar  itataa  ahould  not  enjoy  tte  Bame 

potential  beneflta  of  expanded  foreign  banking  activity.    I  feel  atroagly  tlut 

u  atate  ihould  be  permitted  to  invite  a  branch  of  a  foreign  bank  into  ita 

**T"H"B  communltlaa  if  fliii  li  the  only  reallilic  way  in  vrtiich  foralgn  hank 

■otry  la  likely  to  take  place. 
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Recant  patterns  of  toitAgn  banUng  aspuiibni  In  tte  U.  S.  aupport 
die  contmtlon  fiiat  regional  financial  centCTs  may  be  hurt  by  Ae  Mil.     Of 
the  ZOZ  foreign  aienclei,  bianchea,    Bubsidlarles,   and  commercial  landing 
companies  operating  In  the  U.S.  >■  of  December    1976,  only  16,  or  8  perceal, 
ware  located  outalde  die  money  market  centera  of  New  Yorit,  Chicago,  Loi 
Angelei  and  San  Francisco.     These  16  ofBcea  are  located  In  Masaachiiaatti, 
the  Virgin  Islands,  Puerto  Rico,  Georgia,  Texas,  Hawaii,  Oregon  and 
Waahlngton.    Ihlrteen  of  Qie  sixteen  offices  located  outside  the  four  prin- 
cipal money  market  centers  are  direct  branches  of  foreign  banks.     This 
suggests  diat  branches  are  the  major  hope  for  increased  foreign  benkiiig 
involvement  outside  &ese  centers.     Moreover,  as  indicated  in  the  tattle, 
direct  branches  are  the  fastest  growing  organisational  forms  of  foreign 
banking  in  be  United  States,  bod  In  number  and  total  assets. 
TABLE 


December  19T6 


Total 

Assets 

(bUlions) 

$75.8 

Agencies 

30.5 

i7.7 

SubsidUrles 

15.7 

1.9 

November  197Z 

Total 
Assets  NUmbe 

(billions) 
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IBna  of  tt>  tm  foratgn  twiiiMng  orgsidsattcn*  Hut  do  opaikta  o«t- 
■ida  monar  msritat  csatara  ara  part  of  foralgn  banUiic  "funlllas"  ttat 
bIbo  hava  foralgn  baiUng  otQcaa  In  tba  Stataa  of  Naw  Yoilc,  CaUlanda 
and  niinnta.     Tbla  linpllaB  fliat  fiia  taadaicr  la  to  gaoinphleallT  dlTaralfjr 
foralgn  banUag  oparaUona  onca  baddag  oparatlona  hsva  alraady  baaa 
aatabUdiad  in  Ae  principal  castara.    VUla  Ibta  moltl-atata  dtTaraiOca- 
tton  ia  grandfaAared  mdar  tha  propoaad  bill.  Aa  pravialona  at  WarHan 
•  5(a)  &«t  raqoira  a  foreign  bank  to  a^Act  a  boroa  oftUa  ttata  would  dla- 
cooraga  almllar  divaraiflcatian  In  tba  fvtoc*. 

Wonbanklii£  Actjvltiaa  of  Foraign  Banka 

Sactton  8  of  H.  K.  7325  anbjaets  foraigBbadia' domaaOc  agaodaa, 
branchaa,  comroarcial  lawUag  companiaB  and  ftair  afSllataa  to  tto  pravi- 

ilona  of  tha  Ba^  Holding  CotBfmnr  Act  of  1956  aa  amandad  in  1970. 

Ganarallir^— '-mHnf  --"■•"' ^fh  -f—  — ^—tartfl  wr  tTiaJJad  prior 

to  Daconibar  3,   1974  ara  grandfatJiared  Indagaltaly.     Ilioaa  acqidrad  aftat 
that  date  and  irtdch  ara  piohifattad  for  doMaatlc-qwnad  bank  holdlag  com- 
panlaa  moat  ba  dlve»tad  bv  Daew^ar  31 ,  1985.    Dltfarant  nlaa  fftf 
however,  for  tha  aacuritlea  BcttvUlaa  of  forafgn  bai&a.    SMtioB  8  of  th* 
UU  would  raqidra  dlveadtara  by  Deeambar  31,  1985  of  all  aacnrltlaa 
aetlvltiaa  wheAar  commenced  after  the  grandfaHwr  data  or  not.    It  wonU. 
howaver,  permit  foreign  banka'  lacnritiBB  afBllatea  to  condnne  to  aogaga 
In  (Bcuritiaa  tranaactlana  for  Indivldiiala  and  organiMtiona  ontrtde  U.S. 

jutiidiedon. 
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Wlien  Ifae  bill  wss  coaaiilarad  by  Iha  CotnmUt**  U«t  yasr,  it  wai 
■rguod  fliat  lbs  pTovlslona  applYlng  to  aocurUiaa  mctivitias  mre  boiii  <lia' 
criminatory  and  antlcompaUtLve,    It  waa  fait  that  lUa  provlBion  la  unfair 
to  foraign  bank*,   aince  large  U.S.  banka  engage  in  anbstantial  (acuTitiei 
activltlei  abroad.    Moreover,  it  waa  feared  that  tbla  legislation  wonld 
procopt  retaliation  againat  tltoae  U.S.  banka  whlcl)  do  engage  In  extenai** 
foreign  aecuiitiea  operationa.    Alao.  it  waa  argued  that  by  leaaening 
competition  in  Uia  U.S.,  tlie  coat  of  nnderwiiting  mlgbt  be  increaaed 
and  fite  liauing  of  new  aecurltlea  made  more  difOcuIt.    Regional  atock 
cxcliange*  felt  ttiat  Uiey  would  luffer  eubatantial  revenue  loiaea. 

Although  I  underitand  fully  Oie  rationale  of  the  bill  aa  drafted, 
I  beUeve  Ulat  It  would  be  fairer  and  leee  dlaruptlva  to  grandUlfaer  all 
exiatlng  aecuriHee  operationa  of  foreign  banka.     To  do  ao  would  miniTnJaa 

down  operationa  on  thoae  InaUtutlona  lAicta  bave  played  by  the  rule*  of 
die  game  to  date.  Although  this  approach  would  b«  at  odda  wltfa  the  con- 
cept of  natliYTnl  treatment,  the  prsctleal  affect  would  be  minimal  given 
the  limited  acope  of  extattng  foreign  bank  aacuritiea  operationa. 

Accordingly,  I  would  favor  permanent  grandfathering  of  all 
eidating  aecuritiea  activitiea  of  foreign  banka. 

Depp  ait  feau  ranee  Coverage 

A>  my  predacaaior*  Frank.WUle  and  Robert  Bamett  hava  indi- 
cated In  prevloui  statementa,  the  FDIC  haa  had  aerlona  reaervstiona 
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at  tha  naccaalty  and  dednbUlty  of  makliig  d^Kiatt  tnmnaca  covarac* 
Uable  for  domoitic  bruiclies  of  foralgn  banks.     Tliaae  raaarvftliona 
9*  from  concBm  Uiat  InauffleieiA  lagal  and  rogulatory  cootroli  could 
>lacad  on  operatlona  which  ware  not  legally  sBparate  from  their 
ant.    At  laaat  flva  pioblema  ware  tioted: 

1 ,  Diraetors  of  tha  foraigB  bank  ara  not  nanally  aufajact  to 

U.  S.  juiiidlctlon,  and  domeatlc  branch  peraannal  aaaantlaL 
to  e«plaln  cartalo  tranaactiona  can  ba  tranafertad  barond 
tha  raach  of  U.  S,  auSwrlttaa,    Also,  aaaortUl  racorda 
may  ba  difficult  to  raach  U  thay  ara  kapt  at  tha  haad  ofOca 
or  at  branchea  in  ottiat  couatriaa. 

2,  Tho  domeatlc  branch  may  be  anbjacted  to  raqoiramanta 
under  foreign  law  or  to  political  and  aconomtc  dedalona 
Of  a  foreign  government  «dilch  conflict  «4tfa  domeatic  bank 
regulatory  policies. 

3,  Admlnlatratlve  enforcement  pioceadlnga  Initiated  by 
domeatlc  regulatory  autiiorlliei  agalnat  domeatlc  branch 
paraonnel  may  ba  f  ruatrated  or  nullified  aa  a  raault  of 
lack  of  juriadlctlon  over  the  foielsn  bank'i  bead  ofOce 
and  head  office  peraonnel. 

4,  Many  foreign  banks  are  permittad  under  the  law  of  thdr 
headquarter' B  country  to  engage  in  bnalneaa  activlttea 
abroad  vdilch  would  not  be  permitted  to  banka  chartarad 
in  thia  country.    9ucb  foreign  activltlea  could  glva  rlaa 
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to  •ntttruat,  conflict  of  lidsraat,  mnd  oAst  1*b^  profaUma 
nndar  U.S.  Uw. 
5.      b  tte  «v*at  of  iiuolvency  of  a  fortlgn  bank,  it  la  poiMlbla 
tbat: 

—     »««rt»  could  !>«  a^tHj  tai  quicUy  aMftfid  frooi  tfac 
U.S.  brasch  and  out  of  U.S.  jniladicllan,  wlillo 
d«Po»lt»  could  be  aldScd^  tte  U.S.  brsncb ; 
-•     lagal  obatadas  and  tranaactlona  involving  othar 

ofOcai  of  th«  forsign  bai^  loicht  ptavaot  FDIC  from        ' 
obtaining  tha  uaual  nbrogation  of  claims  U  noroiallr 
get!  from  depoaltora  in  fatl«d  U.  S.  banlu  baforc 
making  paymont.    Evan  If  adaqoataly  aubrogatad, 
FDIC'a  aggregate  claim  In  Qw  EaUod  bank'a  racelver- 
•blp  eatate  might  be  Jeopardised  by  foreign  lawa  and 
ptocaduraii 
--     craditora  widi  claima  against  oUKr  officaa  of  Uia 
failed  bank  --  eapacially  bank*  hftl-n-g  dapoalta  of 
fltfl  U.  S.  branch  —  could  attempt  offaati  againat 
aaieti  in  tha  U.S.  ox  laek  prefarance  baaod  on 
foreign  law. 
b  addition  to  auch  concerns,  It  was  atated  that  dqioalt  Inaorance 
protection  ia  largely  unneceaaary,  insofar  a*  foreign  banka'  domestic 
branches  engage  in  "vtolasale"  international  banking  aclivitiea.    tlore- 
over,  if  foreign  banka  wiah  to  expand  thalr  operationa  In  tbla  country 
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ialB  Ow  "rataU"  b«Uag  baitaua  «flh  dia  liMirfll  of  r*d«zBl  dipoalt 
inaanaeu,  tfaaf  praaantlr  fcav*  an  optkn  to  do  ao  under  adatlnt  law 
thtoo^  a  dOMMBilcaUr  lacoiporatad  baiAJng  aobaUlarr  In  ttoaa  atataa 
in  wUch  atala  law  pannUa.    Of  cosraa.  In  that  avant  E^at  o£  flia 
pToUanaa  ovdinad  above  ar4^1eaa  important. 

NoWittiatandlnl  ttaaaa  viawa,  a  nombar  of  intaraatad  partiaa, 
lnclndln(  flu  Paderal  Raaarra  Syatam,  hava  ationgly  arguad  fikat  Bome 
form  of  dapoait  Inanranca  covaraga  afaonld  ba  avaUafala  to  flia  V.  8. 
brani^ea  ol  (orelfn  faenka.    Tha  anratf  bond  or  pladga  of  aaaata  roathod 
of  pTO*idlafl  pnrtactlon  aindlai  to  d«poiit  inanranca  coveraf  a  in  Section 
6(a}ofH.R.  7325  attampta  to  reapond  to  Ifaeae  vlewa.  bour  opinion 
Stia  aolmiam  ia  laaa  tiwn  aatiafBCtoTT  for  a  nmnbar  of  raaaona. 

We  could  mitigBta  aoma  of  tiia  rtaki  llatad  above  by  In^oainf 
*»Tlooa  condition  a  and  raatrlcttona  upon  file  foreign  bank  nnder  FDIC 
lagulationa  iaaned  paraaant  to  tiie  aorety  band  and  pledge  of  aaieta  pro- 
Tiaian  of  tiM  bill.    The  value  of  ancb  reqelrementa,  of  conTae,  dapeoda 
alttmatetr  op<)*>  fiu  abilltjr  to  phraically  enforce  aocb  raqoireineiita  by 
•zerdalag  gnaal  in  rm  jntladlction  over  llie  foreign  bank'  ■  domeatic 
aaaata  and/or  obllgora.    Short  of  a  dollar -for -dollar  pledge  of  aaaeta 
with  the  TDJC  to  back  up  100  percent  of  the  brancb'a  domeatic  "inaured" 
dapoitta,  aflotta  to  Impoaa  raqidramenta  deai|^ad  to  inaure  Ota  preienea 
to  file  United  Statea  of  adaqoate  aaaeta  of  ttie  foreign  bank  to  cover  it> 
domeatic  llablUtlaa  could  turn  oat  to  be  of  litUe  real  valna. 
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Rsquirlng  the  domaatic  branch  to  ""'"♦n*"  a  aubataiitisl  portkm 
of  it*  aaseU  in  tha  cuitody  of  a  third  party  ai^  In  tfaa  form  of  obllga- 
tiona  of  domeatic  obligor*  or  raquirlng  a  luiety  bond  to  guarantee  tlie 
presence  in  tha  U.  S,  of  a  atlpulatsd  amount  of  tbe  foraign  bank'a  asieti 
could  prove  to  onerous  or  coatty  for  tb«  foreign  bank  to  con^y  with  a* 
to  roake  auch  reatrlctiona  tantamount  to  a  bar  agalnat  Ifaa  foreigo  banfc'i 
accepting  domealtc  deposits  through  a  U.S.  branch.    To  tfaa  extent  that 
Donmoney  market  cities  have  found  foreign  branches  to  be  the  major 
vehicle  of  foreign  banking  eatry,  the  ability  of  these  citiea  to  attract 
Coiaign  banks  into  their  banking  commiuiltlea  in  the  futare  could  be 
■tlfled. 

We  beUeve  that  Section  6  of  tte  UU  aa  draftod  is  boA  onerous 

and  impractical.    However,  in  response  to  the  strongly  held  views 

of  othaii  that  aome  form  of  deposit  insurance  coverage  is  necessary. 

fite  Corporation  recommends  Oat  a  modified  version  of  Ifae  surety  bond 

and  pledge  of  aiaets  approach  presently  contained  in  Section  6  of  Uie 

bill  be  combined  viilb  regular  depoait  insurance  for  auch  branches  and 

be  made  available  on  an  optional  basis  along  Uie  following  lines: 

SEC.  6.|a)    Any  branch  roay  become  an  inaured  bank  under 
the  Federal  Deposit  iisurance  Act  (U  U.  S.  C.    IBll  -3lb)  wiBi 
reapact  to  ita  domeatic  depoaita,  as  defined  by  regulation  by 
the  Board  of  Directors  of  the  Federal  Deposit  Insurance  Cor- 
poration, aa  U  auch  branch  were  a  State  nonmambar  bank. 
Upon  so  becoming  an  insured  bank,  a  Federal  branch  shall 
fliereafter  be  treated  as  if  it  were  a  natiqitai  metnbw  bank. 
and  any  other  branch  shall  thereafter  be  treated  as  if  it  were 
a  State  member  bank,  for  puipoaea  of  applying  ti<e  Federal 
Deposit  Insurance  Act  to  such  branch's  domestic  activities 
[except  that  any  such  branch  shall  continue  to  be  treated  as 
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»  SUt«  nonmmibT  bank  for  puiBo«« 


of  Sectton  a(a)  of  that  Act  providlnii  far  voluntary  termtnatlqn 
of  Inaufd  bMik  »tatu»).    Any  branch  which  beeomea  an  Iniurad 
bank  ahall  maintain  with  the  Fsderal  Dspotit  Inaurance  Corpo- 
ntloB,  or  aa  (he  Corporatloa  may  otherwlBe  dlroct.  a  auraty 
bond  or  a  plodge  of  assot*  tn  such  amount  and  aubject  to  auch 
condition*  and  Tolas  aa  ttia  Coiporatlon  may  preicriba  for  tha 
purpoaa  of  providing  aome  additional  protection  to  the  deposit 
inauiance  fund  against  tha  additional  risks  entallad  In  inaurlng 
die  domeatic  depoaiti  of  a  foreign  bank  «4iose  actlvltleB,   asseti 
and  parsonnal  are  In  large  part  outaida  fte  jurisdiction  of  tha 
the  United  States.     In  prescribing  such  rulei,  however,   the 
Corporation  shall,  to  the  nupdmum  coctent  it  conaldera  appro- 
priate,  endeavor  to  avoid  Imposing  requirements  on  such 
brancbes  which  would  place  Ifaam  at  an  undue  competitive 
disadvantage  vis-a-vis  domestically  incorporated  banks  with 
irfilch  tbey  compete, 

(b)  Paragraph  (a)  of  thla  section  shall  take  effect  ISO  days 
after  enactment  hereof.  Within  90  day*  after  enactment  and 
as  may  be  appropriate  thereafter,  tha  Corporation  shall  submit 
to  the  Congress  its  recommendations  for  amending  the  Federal 
Deposit  Inaurance  Act  so  aa  to  enable  the  Corporation  to  imple- 
ment the  provisions  of  this  section  in  a  manner  fully  consistent 
with  die  purposes  of  that  Act. 


If  foreign  banks'  domeatlc  branches  choose  deposit  insurance 
coverage  under  such  a  revised  Section  6.   they  would  become  subject  to 
a  much  less  onerous  form  of  surety  bond  and  pledge  of  assets  require- 
ment w4iich  would  be  designed  not  lo  provide  each  branch's  domestic 
depositors  100  percent  protection  on  a  dollar-for-dollar  basis,  but 
rattieT  merely  to  give  the  Federal  deposit  insurance  fund  a  measure  of 
protection  to  compensate  for  tha  additional  risks  to  which  it  would  be 
vubjacted,   as  described  above,  by  virtue  of  insuring  the  domestic 
deposits  of  an  entity  operating  for  the  most  part  outside  of  U.  S.  juris- 
diction.   Domestic  depositors  would  be  fully  protected  up  to  $40,000 
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juat  ■■  >re  dapoaltors  in  domastlc  inmrsd  btnka.     W«  believe  liiat  tlii* 
approach  of  combining  regular  deposit  iDouraiice  coverage  with  a 
modified  form  of  the  surety  bond  and  pledge  of  aaaeta  requirement 
would  be  an  acceptable  eompromiae  from  the  Corporation' a  atan^Kunt 
which  would  put  foreign  banks  on  aa  nearly  an  equal  basis  as  poeaible 
with  domestic  banki  while  at  the  same  time  affording  appropriate 
supplemental  protection  to  the  deposit  insurance  fund  roughly  com- 
mensurate with  the  added  degree  of  risk  Included  in  insuring  foreign 
entities. 

It  will  be  noted  that  this  revision  of  Section  6  would  give  the 
FOtC  authority  to  define  "domestic  deposits"  for  purposes  thereof. 
It  la  contemplated  that  that  term  would  be  defined  to  Include  deposits 
of  individuals  who  are  ciUzena  or  reaidenta  of  (he  United  States  and 
compsnles  having  an  appropriate  business  nexus  with  this  country. 
It  Is  likely  also  that  such  "domestic  deposits"  would  be  required  to 
be  denominated  exclusively  in  U.  S.   dollars  and  payable  only  in  the 
United  States,   also  including  perhaps  a  requirement  that  the  depoalt 
contract  provide  that  U.  S.  law  govern  the  depository  relationship. 
Other  criteria  might  also  have  to  be  considered  from  time  to  time  In 
determining  what  would  be  an  appropriate  insurable  "domestic  deposit.  " 
We  would  greatly  prefer  the  more  flexible  approach  of  defining  this  tcnr 
by  regulation  rather  than  attempting  to  do  so  by  statute. 

If  deposit  insurance  is  made  available  to  domestic  branches  of 
foreign  banks  on  this  basis,  we  beUeve  it  Is  Imperative  that  Oie  Ull 
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give  Hxe  FDIC  explicit  authority  to  exunine  such  brwchei,  wbeOer 
llcensad  federally  or  by  the  ststSB,  when  necesaary  in  its  judgment 
to  BiiesB  the  potential  expoiure  of  the  Innirasce  fund  arising  from 
InauTing  the  branch's  domestic  depositB  or  to  ascertain  whether  Ifae 
branch  is  complying  in  all  respects  witih  the  pledge  of  aseoti/ surety 
bond  requirement!  imposed  by  ttie  bill.     It  is  contemplated  that  because 
of  the  unique  factors  involved  in  insuring  foreign  bank  branches,  tiie 
FDIC  would  find  it  necessary  to  exercise  its  power  to  examine  foreign 
bank  branches  for  the  purposes  Indicated.     We  have  also  recommended 
that  such  branches  be  subject  to  revocation  of  their  insured  status 
under  Section  8(B}of  our  Act  (12  U.5,C.  iS18(s)).    AddltlonaUy.  the 
bill  should  provide  that  the  FDIC  be  appointed  receiver  of  Oie  branch 
in  the  event  of  its  closing  and  that  all  the  FDIC's  financial  assistance 
and  liquidation  powers  under  the  FDI  Act  apply  to  insured  domeatic 
branches  of  foreign  banks. 

We  feel  that  this  proposed  change  In  Section  b  would  put  foreign 
banks  on  as  nearly  an  equal  basis  as  possible  with  domestic  banks  vriiile 
at  the  same  time  according  appropriate  supplemental  protacticm  to  die 
deposit  insurance  fund  roughly  commensurate  with  the  added  degree  of 
risk  associated  wltti  foreign  entities.    Our  staH  will  be  happy  to  work 
"i&i  your  Committee  staff  In  drafting  the  appropriate  language  for 
unending  Section  6  along  the  lines  that  we  have  proposed. 
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Imporitiop  of  R<i«rve  R«quir«inent»  md  fat«re«t  R»ta  CoBtrol* 

Section  7  |a]  of  H.  R.  7325  subjects  Ul  branchea,  aBsnclaa  and 
commercial  lending  companie*  controlled  by  foreign  banks  whose  watld- 
wlde  as  lets  exceed  odb  bilUoo  dollars  to  die  reserve  requirements  and 
dl^slt  interest  fate  controls  imposed  by  the  Federal  Reierva  on  menAei 
banks.    Section  7(b)  permits  the  Federal  Reaarve  Board  to  prescribe 
rules  and  regulatloiis  governing  the  access  of  foreign  branches,  agenciei 
and  commercial  lending  companies  to  the  clearing,  discount  and  advanc* 
facilities  of  tlie  Federal  Reserve  System. 

While  the  bill  does  not  require  foreign  InstltuUoDi  to  became 
members  of  Uie  Federal  Reserva  System,  these  two  provlslona  of  Sectien 
7,  along  Willi  the  remalnljig  provision*  in  the  Section,  Impose  upon  forelgB 
branches,  agencies  and  commercial  lending  companiea  the  obligation*  and 
benefit*  of  Federal  Reaerva  memberahip.    For  all  practical  purpose*, 
thta  bill,   in  effect,    require*  Federal  Reserve  membership,    even  though 
It  Is  not  stated  as  such. 

In  my  June  ZO,  1977  testimony  before  the  Subcommittee  on 
Financial  Eastitutions  of  the  Committee  on  Banking,  Housing  and  Urban 
Affairs  of  tiie  Senate,   I  Indicated  that,  sl&ough  I  have  an  open  mind  wlA 
respect  to  the  question  of  universal  reserve  requirements,  I  do  not 
believe  that  the  Issue  of  reserve  raqulreroenta  for  nonroeniber  instttu* 
tlons  should  be  dealt  wilii  on  a  pleeameal  basis,    Ralfaar,  it  saeins  to 
m*  &at  the  relationship  U)  the  Federal  Reserve  Syrtsaa  of  al 
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inaUtutloaa  wfalch  chcMie  aot  to  Job)  Ow  r*d*nl  Raaarva  BfUat  ihadU- 
ba  Btudiod  1b  >  Byatamatlc  aad  ualllsd  faahioa.    Bach  >  stnilr  ia,  U  aeama 
to  me,  die  moat  affactlva  way  to  Taapond  to  ll»  F*dar«l  Reaarva'a  coa- 
cam  wlft  monbarak^  attrition.    Applylni  Ola  to  Hi*  t*»»tr*  raqnlraoi^ 
propoaala  cvntalaad  In  H.  R.  T32S  would  dlctata  ftat  the  r«latlMl*Up  of 
(brstgn  btnka,  iriildi  chooaa  to  operate  In  Ut»  Dntt«d  Statoa  in  ca«  feim 
or  anotliar,  to  dia  Fadarai  Raavrva  8ir*t«n  dwold  b«  dsalt  wlOi  In  Ilia 
context  of  a  broadet  aolntlan  to  tb«  qnaatloa  of  tn«nb*rali^. 

Ihla  a^toacA  ia,  of  coura*.  oonairtaat  with  A*  prinol^*  of 
natlcmal  trMbnantor  "nondl ac rimlmtJon.  "   And,  conT*T*alT>  to  raqtdra, 
in  effect,  Faderal  Reierva  roambarali^  for  only  thoaa  domaattc  afAltetaa    - 
of  foralcn  banks  bartng  total  aaaata  of  mora  Uian  one  Win^w  doUara  woold 
repraaant  •  davlatiOD  from  tbat  princlpla. 

Tat,  I  racognlaa  full  wall  Oat  tba  principle  of  aetloaal  tr«atm«Dt ' 
cttuiot  be  viewed  aa  an  abaolnta.    Aa  I  indicated  at  tta  outsat,  ttat 
concept  ahoold  caitalnlr  gtva  way  before  overrldiag  pobUe  policy  coa- 
•iderattons  wUcb  ariae  out  of  apactal  cimimatancaa.    In  thla  rafard, 
the  Federal  Raaerve  haa  argued  rather  atronuonalr  that  tb»  operattona 
0'  rilatively  large  foreign  banking  Institutions  poae  JttSt  anch  a  csas 
">d  this  mandates  ■  departure  from  the  principle  of  "»*<T™*^  treatment. 

The  Federal  Reserve  has  pointed  out  that  from  a  nutnatary 
Eonirol  standpoint,  the  operating  cbaractetiatlca  of  branchea  and 
■tenciaa  of  foreign  banka  are  notawordiy  baceus*  these  InatttntlaBa 
gSDsrate  a  anbatanttal  portion  of  their  funda  from  ovaraeaa  aooicea. 
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prlmkrUy  fxoan  th«  parent  er  dlrscay  related  Inetltiitlons.     niea* 
iuoda  are  DOt  aiibject  to  Federal  Reserve  Regnlatlona  D  or  M.     Tl>e 
Federal  Reserve  feara  Ifaat  this  may  remit  Is  a  coit  advantage  for 
large  foreign  ioatUuttone  via-a-vla  llielr  large  U.S.  competitOTa  wlio 
arc  member*  ol  the  Federal  Reserve  Syateno,     More  importantly.  It 
la  feared  that  lack  of  such  direct  Federal  Reserve  controls  over 
reserves  could  impede  the  effective  Implementation  of  monetsry  policy 
in  the  face  of  massive  and  preclpitoue  transfers  of  funds. 

Although  boA  Oiese  factor*  represent  real  concerns,  at  least 
two  factors  suggest  that  these  probleois  are  not  aufOciently  serious  at 
this  time  to  override  the  principle  of  national  treatmsDt  in  this  area. 
It  is  true  that  foreign  banking  activity  In  tte  U.  S.  has  grown  eonalderably 
in  recent  years;  yet  its  scale  remains  relatively  siiiaU.     Hie  assets  of 
all  foreign  IwnMng  entitlea,  including  state  chartered  banking  eubsid- 
iaries,  is  lass  than  7  percent  of  total  commercial  bank  ssaeta. 
Moreover,  the  Federal  Reserve  has  stated  in  previous  testimony  that 
foreign  banking  institutiona  in  the  U.  S.   generally  have  compiled  with  a 
Federal  Reserve  Board  request  to  maintain  reserves  on  increases  in 
net  liabilities  from  abroad  which  parallel  requirements  under  Regula- 
tions D  and  M. 

For  my  own  part,  although  1  acknowledge  ttie  validity  of  the 
Federal  Reserve's  argument  that  ope  ration  ■  of  foreign  banks  pose  a 
special  case  vdiich  may  give  rise  to  unique  problems  fOr  the  central 
banker,  I  am  not  yet  persuaded  by  the  evidence  presented  that  these 
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potential  pioblcms  «ra  yat  of  •afOdaot  maBiiltnda  to  poie  ■  rul  risk 
to  tfaa  atabiUtr  of  our  acaannr.  At  tlia  aama  Uma,  I  tacogalBa  fully 
Attt  Oia  qncation  of  lAaSkac  to  dap«rt  from  Ae  prlnc^la  of  "nmdls- 
crtminatlon"  on  tfae  matter  of  raaarra  raqulrament*  it  a  kaottf  iaiua 
oa  lAlch  reaBonabla  men  may  differ. 

Witb  respect  to  the  matter  of  d^oslt  intereat  rate  controls,   I 
fnlly  mpport  tta  notton  ttut  foreign  branches,  agenciai,  and  commercial 
lending  companlaa  ahould  ba  aubjected  to  rach  contrail.     As  drafted  tfae 
legialation  woold,  however,  veat  all  auch  authority  In  the  hands  of  tbe 
Federal  Reaerva  Sjrttem.    Such  an  approach  la  appropriate  if  the  Con- 
greaa  chooaea,  in  affect,  to  require  mandatory  membership  In  the 
Fedaral  Reiarve  Syatcm.     However,  if  the  Congrea*  chooses  to  main- 
tain the  option  of  nonmemberahlp,  then  administration  of  auch  controls 
viS'S-via  nonmambar  foreign  banking  Institutions  should  be  vested  in 
the  FDIC  as  It  is  presently  with  respect  to  nonmember  domestic 

Imposition  of  Federal  RaporHaR.  Elxaminatlon  sad  Supervisory  Standards 

Ia  addition  to  granting  the  Comptroller  of  the  Currency  regulatory 
aattiority  over  Federal  branches,   agencies  and  cotnmercial  lending  com- 
paniea,   Section  7  of  the  legislation  would  provide  the  Federal  Reserve 
Syatam  parallel  authority  over  all  Ae  branches,  agencies  and  commercial 
lending  companies  chartered  under  state  law.    I  do  not  object  to  tiic  exten- 
sion of  Federal  regulatory  authority  over  ttese  institutions  because  it  is 
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cooBlatent  wltb  ths  principlaa  of  a  aystam  of  f«deriJ  regulation  and 

national  tr«atmeDt  and  not  bacauae  of  any  dlaaatlilaction  wltti  sziBtliig 

regulation  by  atata  authoritie*.     I  am  not  aware  of  any  evldenc*  to  data 

diat  indicatea  that  state  authoiltiea  are  not  totally  capable  of  aupeTvlalng 

atata- chaptered  foreign  banking  subiidiaTiei  and  atata-Ilcemaad  branctaaa 

and  agencies.    According  to  format  Tadaral  Reaarva  Board  Vice  Ghaiiman 

George  Mitchell  in  hii  testiinoDy  before  the  Senate  Subconunlttae  on  Finan- 

cial  biitltutloni, 

Tliere  li  nothing  to  Indicate  that  foreign  banks  are  abusing  their 
powers  in  the  sense  that  they  are  ualng  the  opportunitlaa  avail- 
able  to  than  under  the  present  system  to  engage  in  any  improper 
or  unsound  banking  practices.    On  the  contrary,  it  has  been  the 
experience  of  the  Board  that  foreign  banks  operating  la  the  United 
States  have  scrupulously  complied  with  the  existing  U.  5.   laws 
and  ragulattons  and  have  been  generally  cooperative  in  their 
dealings  with  the  Bosrd. 

Although  I  do  not  object  strenuously  to  the  proposed  dclegatioB  of  this 
authority  to  the  Federal  Reserve  with  respect  to  state -chartered  foratgn 
InstitutionB.  I  would  point  out  thst  absent  Sie  requirement  of  mandatory 
memberahip.  these  provisions  are  Inconsistent  wldi  the  principle  of 
naUtmal  treatment  In  that  state -chartered  nonmember  inatitutlons  are 
now  supervised  by  the  FDIC.    As  we  indicated  earlier,  it  Is  our  judg- 
ment that  the  existing  pattern  of  federal  regulation  should  be  continued 
absent  some  Indication  that  It  is  inadequate.     Based  on  our  experience 
from  examining  subsidiaries  of  foreign  banks,  we  feel  that  it  ia  useful 
and  in^ortant  for  the  FDIC  to  have  its  hand  In  regulation  of  foreign 
oparatlona  and  that  we  can  do  thia  )ob  well. 
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Mr.  St  Gkbmain.  Next  we  shall  hear  from  Mr. 
We  will  put  your  entire  statement  in  the  record  and  without 
objection  you  may  proceed. 

STATEMENT  OF  HON.  ROBERT  BLOOM,  FIRST  DEPUTY  COMP- 
TROLLER FOR  POUCY.  OFFICE  OF  THE  COMPTROLLER  OF  TOE 
CURRENCY 

Mr.  Bloom.  I  appreciate  the  opportunity  to  appear  before  the 
Subcommitt^  on  Financial  Institutions  Supervision,  Regulation 
and  Insurance  to  present  the  views  of  the  Omce  of  the  Comptroller 
of  the  Currency  on  legislation  dealing  with  foreign  banking  activity 
in  ^e  United  States. 

I  would  like  to  start  by  briefly  summarizing  what  has  happened 
in  the  past  5  years  in  terms  of  mcrease  in  foreign  bank  operations 
in  this  country. 

The  number  of  foreign  bank  offices  of  all  types  has  almost  exactly 
doubled  to  210  from  104  in  1972.  This  breaks  down  into  an  increase 
in  the  number  of  agencies,  so-called,  to  95  from  50;  an  increase  in 
the  number  of  branches  from  26  in  1972  to  76  in  1977.  In  addition  to 
the  agencies,  branches,  the  foreign  banks  have  34  subsidiary  corpo- 
rations and  Ave  New  York-chartered  investment  companies  in  the 
United  States.  Leaders  in  the  group — or  in  the  increase  in  the  past 
5  yoars — have  been  Japanese  and  Canadian  offices — I  am  sorry. 

The  European  banks  as  a  whole  have  increased  123  percent  since 
1972,  while  Japanese  and  Canadians  86  percent  and  24  percent, 
respectively. 

The  total  assets  of  the  foreign  banks  in  the  past  5  years  have 
increased  approximately  threefold,  from  $24  billion  in  1972  to  $66 
billion  in  April  of  1977.  The  assets  in  New  York  alone  are  $45 
billion  and  increased  153  percent  from  1972. 

California  operations  increased  207  percent  over  the  5  years  to  a 
present  total  of  approximately  $17  billion.  Japanese  banks  went 
m>m  $11  billion  to  $23  billion.  These  apperenUy  large  percentage 
increases  have  to  be  kept  in  perspective,  however,  by  noting  they 
are  still  quite  small  in  relation  to  the  increases  in  the  oimhora 
operations  of  American  banks.  Today,  119  U.S.  banks  operate  728 
branches  abroad  and  an  Eidditional  34  U.S.  banks  have  some  global 
subsidiaries. 

The  overseas  branches  and  subsidiaries  together  of  the  U.S.  banks 
approach  $225  billion — primarily  concentrated  in  the  United  King- 
dom, $72  billion;  Latin  America,  $62  billion;  Continental  Europe, 
t2&  billion  and  in  Japan,  $11  billion. 

Finally,  when  you  contrast  the  foreign  assets  here  with  the  total 
of  over  $1  trillion  of  total  assets  of  the  U.S.  commercial  banks  as  a 
whole,  the  foreign  operations  appear  comparatively  little. 

We  think  that  these  figures  ^ow  us  that  the  present  lack  of  a 
federal  control  over  foreign  bank  activity  has  not  resulted  in  any 
jDipediments  in  either  the  domestic  or  foreign  growth  of  U.o. 
institutions.  At  the  same  time,  we  have  had  a  healthy  flow  of 
International  finance  which  we  obviously  do  not  think  should  be 
interfered  with  except  for  compelling  reasons. 
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This  is  not  to  say  at  all  that  the  questions  addressed  in  tliii 
legislation  are  not  important,  or  that  they  should  be  put  ande. 

I  might  say  that  I  think  for  a  change  it  is  refreshing  to  see  eeriooi 
attempts  to  anticipate  problems  and  avoid  them  where  solutiaai 
can  be  found. 

I  think  in  too  many  cases  in  banking  situations  we  have  bad  i 
tendency  to  lock  our  doors  after  the  horses  are  gone. 

This  tremendous  increase  in  interrelation  of  world  commerce  ami 
finance,  I  think,  makes  this  type  of  study  especially  important  We 
think  there  are  several  provisions  in  this  legislation  nrhich  an 
distinct  improvements  in  the  present  structure. 

Since  I  am  speaking  for  the  Office,  I  should  at  this  point  refer  to 
some  commentB  which  the  new  Comptroller,  Mr.  John  Heimans, 
expressed  some  time  ago  before  this  committee  in  terms  of  the  basic 
principles  of  regulation  of  foreign  activities. 

He  sfiid  there  were  three  principles  he  thought  should  underlie 
r^ulation  of  foreign  activity. 

First,  he  thinks  it  should  facilitate  the  flow  of  capital  thnm^ 
U.S.  capital  markets,  and  the  movement  of  trade  into  and  outofue 
United  States. 

The  second  principle  he  thinks  should  be  observed  is  that  superri- 
Bory  authority  should  be  decentralized. 

Tliirdly,  the  so-called  national  treatment  approach,  the  same 
opportunities  and  the  same  limitations  as  exist  in  domestic  baota 
should  be  provided  for  foreign  competitors. 

Looking  at  those  as  the  principles  with  which  to  approach  the 
specific  provisions  of  the  bill,  the  first  basic  provision  would  permit 
the  Comptroller  of  the  Currency  to  charter  Federal  branchea  and 
fancies  of  foreign  banks  which  would  be  regulated  and  auperviaed 
like  national  bfmks.  An  Eimendment  to  the  National  Bank  Act 
would  permit  the  Comptroller  to  waive  the  citizenship  requirement 
for  a  minority  of  the  directors  of  the  nationftl  bank,  even  though  it 
would  be  owned  by  foreign  interests.  We  very  much  support  the 
option  for  Federed  chartering  of  branches  of  foreign  institutions.  We 
think  that  our  Office  is  well  suited  to  supervising  such  institutioai 
in  that  we  have  a  mEyorpresence  in  international  bank  supervtBon 
at  the  present  time.  The  supervised  institutions  now  have  635 
overseas  branches  with  foreign  assets  of  $135  billion.  Our  Intenia- 
tioned  Operations  Division  is  devoted  exclusively  to  the  ^camination 
and  supervision  of  these  international  operations  of  national  banks. 

We  have  approximately  150  examiners  trained  in  international 
examining.  We  send  our  examiners  annually  to  at  least  20  diJETerait 
countries  and  have  done  so  since  1967.  We  have  a  permanent  office 
in  London  out  of  which  our  European  examiners  operate. 

We  have  a  suggested  change  in  the  chartering  provisions  of  the 
bill.  We  would  suggest  that  the  foreign  banks  be  permitted  the 
option  to  charter  a  Federal  branch  in  a  State  where  they  may 
already  have  a  State-chartered  instrumentali^.  We  think  the  pro- 
hibition in  the  bUl  against  such  duEil  chartermg  does  represent  a 
departure  from  national  treatment  and  we  do  not  see  that  it  serves 
any  functional  purpose. 

As  you  know,  domestic  bank  holding  companies  can  now  have 
hoth  State  and  federally-chartered  institutions  in  the  same  State. 


y.Google 


others  who  have  testified,  we  have  serious  i 
le  BTCtion  wliich  requires  and  establisheB  a  special  Federal 
if  applications  by  foreign  banks,  applying  criteria  which  are 
t  from  those  looked  at  in  the  case  of  aomestic  banks. 
•  the  bill,  the  Secretary  of  the  Treasury  would  be  required 
guidelines  and  general  criteria  for  the  admission  <tf  Federal 
od  the  Federal  and  State  beink  supervisor  would  be  required 
t  the  views  of  the  Secretary  of  State,  the  Secretary  ^  the 
^,  and  the  Federal  Heserve  Board. 

Jnder  Secretary  Solomon,  who  testified  for  Treasury,  and 
rho  have  t^tified,  we  don't  think  this  treatment  is  neces- 
insure  proper  control  over  the  type  of  entry  we  are  talking 
ind  we  would  like  to  see  those  provisions  deleted.  It  is 
r  inconsistent  with  the  national  treatment  approach. 

T  Geemain.  Basically 

iLOOM.  Inconsistent  with  the  national  approach,  with  the 

treatment. 
B  matter  of  the  required  reserves  for  the  $1  biUion-and-over 
ons,  we  support  the  position  of  the  Federal  Reserve  on  that 
o  ai^ument  to  present  for  it.  I  am  sure  my  colleagues  in  the 
Reserve  have  adequately  briefed  that  question. 
B  matter  of  the  deposit  insurance  provisions,  I  am  in  accord 

colleague,  George  LeMaistre,  as  to  the  approach  in  essence 
ling  the  same  options  to  the  subsidiary  of  the  foreign  bank 
ifforded  to  domestic  banks,  and  also  the  modifications  in  the 
Bms  for  doing  this  that  Mr.  LeMaistre  suggested. 
)  think  that  in  States  where  there  is  mandatory  deposit 
se,  where  the  States  require  all  of  their  institutions  to  have 
insurance,  that  it  shoidd  be  similarly  mandatory  for  U.S. 
3  of  foreign  banks  located  in  those  States. 
Id  now  like  to  turn  to  two  areas  of  particular  importance 
iculty. 

is  the  interstate  branching  facilities  and  the  securities 
provisions. 

m  the  matter  of  the  interstate  branching,  I  must  say  we 
t  found  any  particular  problems  in  connection  with  the 
freedom  wmch  foreign  banks  have  in  that  regard.  The  fact 
rhile  we  have  51  foreign  banks  operating  interstate  in  this 

the  £tctivity  is  concentrated  in  New  York,  Illinois  and 
ta,  with  50  percent  of  the  foreign  activity  in  New  York,  12 
in  Illinois,  and  30  percent  in  California. 
five  percent  of  foreign  bank  agencies  and  54  percent  of  their 
i  are  in  New  York  while  51  percent  of  their  agencies  are 
in  California,  and  29  percent  of  the  branches  in  Illinois, 
iight  percent  of  all  the  foreign  bank  iissets  in  this  country 
iev  York  and  25  percent  in  California. 
>imietition  for  retail  banking  business  associated  with  most 
offices  has  been  quite  small.  Deposit-taking  branches  at  the 
time  may  be  established  only  in  five  States:  New  York, 

Washington,  Oregon  and  Meissachusetts.  We  feel  an 
led  but  nonetheless  troublesome  consequence  of  the  bill's 
IS  restricting  the  acceptance  of  deposits  to  one  State  is  that 
gional  centers  which  are  now  sort  of  at  the  incipiency  of 
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growth  in  the  international  business  area  may  be  cut  off  because,  if 
the  foreign  bank  looking  to  establish  its  first  presence  in  the  Unltod 
States  has  to  make  a  choice,  it  is  going  to  be  hard  for  them  not  to 
choose  New  York,  Chicago  or  San  Francisco,  or  Loe  Angeles. 

Especially  would  they  think  twice  about  not  establishing  in  New 
York  which  is  still,  of  course,  the  money  market  center  of  the 
world.  Others  coming  in  from  the  Far  East  and  Near  E^ast  might 
choose  California  but  we  have  many  developing  regional  marked 
which  would  unfortunately  be  shut  out  by  such  a  compelled  choice^ 

In  terms  of  competitive  equality  with  domestic  banks,  we  muat 
not  forget  that  U.S.  banks,  even  though  subject  to  the  McFadden 
Act  approach  nevertheless  do  a  great  deal  of  wholescde  banking 
business  in  this  country  and  there  are  a  number  of  mechanian 
permits  to  do  that.  They  have  loan  production  offices,  operating 
subsidiaries,  nonbanking  subsidiaries  of  bfmk  holding  companies— 
these  are  all  interstate — as  well  as  Edge  Act  corporation  ofGcee 
confined  to  international  banking  activity.  We  have  34  banks  whkii 
have  62  out-of-State  Edge  Act  corporation  offices  at  the  end  of  1976. 
In  terms  of  interstate  bank — nonbank  subsidiaries  or  bank-holdiiu  : 
companies,  the  Federal  Reserve  has  877  applications  filed  for  sura    I 
activities  which  were  actually  approved  in  the  5-year  period  frmi    I 
1971  to  1976. 

Mr.  St  Germain.  Mr.  Bloom,  can  foreign  banks  establish  bank- 
holding  companies? 

Mr.  Bloou.  Yes,  sir,  they  can. 

They  can  use  some  of  these  mechanisms,  but  not  all.  I  don't 
believe  they  can  establish  an  Edge  Act  corporation  office. 

Mr.  St  Germain.  I  think  we  will  probably  provide  for  that  in  the 
act.  They  are  agencies  or  loan  production  offices,  are  they  not? 

Mr.  Bloom.  Yes. 

Mr.  St  Germain.  It  sort  of  breaks  down  that  big  stack  of  figures 
you  have  there. 

Mr.  Bloom.  The  bill  does  provide  some  of  these  alternative  routes. 

Mr.  St  Germain.  That  should  be  recognized. 

Mr.  Blooh.  Yes,  indeed,  it  should. 

I  think  I  have  probably  dwelt  on  that  point  enough.  I  was  merely 
trying  to  state  that  the  prohibition  on  branching  alone  is  not  the 
whole  story,  especially  in  the  wholesale  area. 

On  the  securities  afnliatee,  we  also  feel  that  the  forced  divestiture 
b^  1985  could  be  unduly  restrictive  and  perhaps  one  of  the  provi- 
sions which  might  inate  retfiliation  abroad  and  we  think  that 
existing  nonbanking  affiliates,  or  securities  affiliatee,  are  not  so 
numerous  that  we  cannot  be  completely  grandfathered  without 
undue  effect. 

There  are  only  19  of  them,  according  to  our  best  information,  that 
are  operating  today.  Only  four  of  them  are  members  of  the  New 
York  Stock  Exchange,  llie  total  assets  of  the  companies  I  have 
listed  at  $391  million,  which  is  hardly  an  overly  large  figure. 

That  is  my  statement,  Mr.  Chairman. 

[The  prepared  statement  of  Deputy  Comptroller  Bloom  follows:] 
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1    appreciate   this   opportunity   to   appear  before    the   Findnctsl 
Institutions   Subcommittee   to  pcesent   the  views  o£   the  Office  of 
the  Comptroller  of  the  Currency  on    legislation  dealing  with 
foreign  banking   activity   in  the  United  States. 

The  number  of    foreign  bank  operations  in  the  U.S.    has 
increased    to   210    from   104   during   the  past    five  years,    an   Increase 
of   1011,    with   93   foreign  banks   maincaininq  these   facilities.      The 
agencies   of    foreign   banks  have   increased  to  95   froa  50.    a   90t 
increase  while   the  number  of  branches  of   foreign  banks   has   increased 
193%,    to    76    in   1977  vs.    26    in    1972.      In  addition,    foreign  banks 
have   34   subsidiaries   and   5  Hew  York- chartered  inveata^nt  co^ianies 
in   the  U.S.      It   is  particularly  notable   that   facilities  of  European 
banks   have   increased   1231   since    1972,   while  Japanese  and  Canadian 
banks  have    increased   the  number  of   their   facilities    SB1    and  241. 
respectively,    since    1972. 

Total  assets  of  foreign  banks  in  the  U.S.   have  increased 
172%   during  the    last   five  years.      In   1972,    foreign  bank   aaseta 
were   $24  billion;    in  April   1977    they   totaled   $GG  billion.      Foreip 
bank  assets   in  Hew  York   total   S4S  billion  and  represent  a   1531  grW* 
since    1972.       Foreign  banks    in  California  have  assets   totaling  fV 
billion,    a    207*   growth  over   the   last   five  years.      Since   1972,  Jfo^ 
banks   have   increased  their  assets   to   $23  billion    from  $11   billion, 
a   114%   change.      Canadian  assets  now  total   $7   billion,    a   37%  groirtb 
since    the   S5   billion   recorded    in   1972.      European  banks  havw 
experienced   an   especially  significant  growth   in  the  U.S.      Their 
assets   now    total    £30   billion,    a    329%  growth  since  the   S7  billioa 
booked  here    in    1972. 
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ThBH«  apparently  large  parcentage  increamea  ahould  be  put 
^Ato  perspective  by  noting  that  the  voIub«  of  foreign  bank  operations 
■4i  (till  quite  aaall  In  relation  to  the  off-atioce  operations  of 
Ttrican  banks.   One  hundred  nineteen  U.S.  banks  operate  728 
luandiea  abroad,  vhlle  34  U.S.  banks  have  significant  globa'l  Bub- 
aldisry  activities.  The  ovecseaa  bcanchea  and  subaidlariea  o£ 
tr.S.  bonlw  have  total  assets  approaching  $235  billion,  prinarily 
Mncentrated  in  the  U.K.  ($72  billion),  Latin  America  ($62  billion), 
l^ootliMntal  Europe  ($2B  billion),  and  In  Japan  ($11  billion), 
•ten  contrasted  with  the  boc*  than  $1.1  trillion  of  total  osseta  of 
].S.  coBBareial  banks,  the  assets  of  foreign  operations  in  this 
eoootry  appear  very  saall. 

I  think  these  figures  indicate  that  the  present  lack  of 
foderal  control  over  foreign  bank  activity  has  not  resulted  in 
any  undue  iapediaents  in  either  the  domestic  or  foreign  growth  of  D.5, 
institutions.   At  the  s^m  tiac  a  healthy  free  flow  of  international 
f iDaoce  exists  which  should  not  be  interfered  with  except  for 
ooapelling  r 


This  is  not  to  say  that  the  questions  addressed  today  should 
be  Ignored.   It  ia,  of  course,  inportant  that  Government  officials 
in  COogresa  and  in  the  Administration  attempt  to  anticipate  probloaa 
and  avoid  thee  where  solutions  can  be  found.   The  increasing  inter- 
relation of  world  conoerce  and  finance  makes  these  deliberations 
on  international  banking  eapeclally  inportant.  There  are  several 
provision*  in  the  international  banking  bill  which  we  think  are 
isproveaents  In  the  present  structure. 
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The  present.  Comptroller  of  the  Currency,  Hr.  John  Heinann, 
expressed  three  basic  principles  of  regulation  o£  foreign  activitlti 
in  the  United  States  to  t] 


1.  It  should  be  a  central  purpose  o£  any  system  of  regu' 
lation  of  foreign  han)(ing  to  sustain  and  invigorate  the  Araerican 
centers  of  international  trade  and  finance  so  as  to  facilitate 
thereby  the  flow  of  capital  through  the  U.S.  capital  marKets  and 
the  movement  of  trade  into  and  out  of  the  United  States. 

2.  It  is  a  fundamental  tenet  of  the  American  dual  banking 
syBten,  that  supervisory  authority  is  decentralized  so  that  bank 
entry  and  conditions  o£  bank  operation  are  determined  in  response 
to  locally  perceived  needs.  The  demands  of  the  New  York  and 
Chicago  money  market  centers  are  vastly  different  from  those  of 
suburban  counties  or  rural  sectors.   Hhile  the  resultant  system 
of  mixed  federal  and  state  regulation  is  complex,  it  has  worked 
and  worked  well  with  respect  to  supervision  of  foreign  bank 
activity  in  the  United  States.   We  have  seen  no  evidence  that  this 
system  has  impeded  the  attainment  of  national  policy  objectives. 

3.   The  structure  of  regulation  which  is  established  should 
seek,  for  foreign  banks,  to  provide  the  same  opportunities  and 
to  impose  the  same  limitations  as  presently  exist  for  domestic 
banks.   The  goal  should  be  equality  of  options  and  equality  of 
:e  an  option  has  been  selected. 


:n,  now,  to  the  specific  provisions  of  H.B,  7325. 
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tdrnl  CliarMc«  and  Fadaral  Bcjuiohaa  for  Foreign  B«nK» 

tb*  palicv  of  national  trvataant,  or  nondiscclDlDatlon 
jalnat  foralgn  bank*,  dictotaa  that  foreign  banki  should  have 
te  saBe  ri^bt  aa  dooaatic  banka  to  seek  taderal  licenaeB  as  well 
I  state  licansas.     H.R,    733S  would  pazslt  the  Comptroller  of  the 
iccency  to  charter  fedaral  hranchas  and  aganciea  of  foreign 
uiks,    which  would  be  regulated  and  superviaed   like  national   banka. 
wndBent  of  the  National  Bank  Act   to  permit  the  Coaptroller  to 
kiva  the  citlienshlp  requiriaanta   for  a  nlnorlty  of  director* 
raid  taeilitate  this  process.     Me  support  this  option  Eor  federal 
laiVeriiig  as  It  is  consistent  with  the  basic  principlaa  just 


TtM  Comptroller's  Office  is  particularly  suited  to  assune  a 
■jor  role   in  the  regulation  of    foreign  banks   in   Che  United  States 
Bcause  of  ita  axperianc*  in  the  international  banking  field.     At 
tie  presaot  tine,   9S  national  banka  have  G35  overseas  branches 
ith  foreign  assets  of  US  billion  dollars.     The  intsmational 
peratlons  Division  of  the  Office  la  devoted  exclusively  to 
xanination   and  supervision  of   these  international  operations  of 
atlonal  banks.      Appraxlnately   150  national  bank  esaalners   are 
rained  in  international  examining.     The  ConpCroller's  Office  haa 
•nt  exaBiners  with  this  expertise  annually  to  nore  than  20  countries 
Incs  1967.         There  is   an  office   in  London  out  of  which  national 
ank  examiners  operate.     The  Comptroller's  Office  is,   therefore, 
n  an  excellent  position  to  essuaia  this  responsibility. 
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In  regard  to  the  chartarlag  provlsians  at   the  bill,  wa  would 
auggeat  that  foreign  banks  should  be  nllowod  to  charter  a  federal 
branch  in  a  state  where  it  noH  has  a  state  chartered  bank.   The 
prohibition  in  this  bill  against  such  dual  chartering  would 
restrict  the  newly  given  chartering  right  and  would  lArVB  no 
functional  purpose-   □□mestic  bank  holding  coiq|taniea  can  have 
both  state  and  federally  chartered  institutioita  in  th«  aasw  state. 

Federal  Review  and  Foreign  Bank  Appljeatlona 

The  proposed  legislation  contains  ■  section  requiring  special 
federal  review  of  applications  by  foreign  banks  to  establish 
facilities  within  the  U.S.  The  Secretary  of  the  Treasury  would 
be  required  to  issue  guidelines  establishing  general  critsria 
for  the  admission  of  foreign  banksr  federal  and  state  bank  super- 
visory authorities  would  be  required  to  solicit  the  viowa  of  tbs 
Secretary  of  Stats,  Secretary  of  the  Tceaaury  and  the  Padaral 
Reserve  Board,  before  acting  on  the  applications;  and  foratgn  bnts 
would  be  required  to  state  specifically  that  they  would  co^ly 
with  U.S.  antidiscrininatory  laws  which  apply  to  MMrlcan  banks. 


These  requirements  are  inconsistent  with  the  principle  of 
inal  treatment.   Domestic  bank*  are  not  subject  to  audi 

requirements  and  they  would  see>  to  serve  no  useful  pnrpoaa — 
iddition,  such  procedures  could  set  a  precedent  for  other  typa* 
foreign  inveatmant  in  the  U.S.  with  unfortunate  conaaquancva 
the  free  flow  of  trade  and  capital.  Finally,  thaaa  raqnlre- 
:s  would  not  provide  any  special  protection  to  U.S.  dapoaitors 
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I  would  reccoMand,  tharetora,  that  thla  provision  be  dalsCed 
■  th«  bill. 


The  bill  would  extend  reserve  requiremants  of  the  Federal 
erve  System  to  all  branches  and  agencies  of  forei^  banka  with 
Id  wide  bank  assets  In  eKcass  of  SI  billion.   As  aliBoat  all 
tb«  large  American  banks  are  subject  to  these  reserve  raquire- 
ts,  this  provision  would  conform  to  parity  of  treatment  of 
•i^  and  domestic  banks. 

The  Board  of  Governors  of  the  Federal  Reserve  Systea  si^ports 
section  of  the  bill  mandating  reserve  requirements  for  the 
lion  dollar  foreign  banks  and  has  conmented  extensively  on  it. 
re  is  little  that  we  can  add  to  this  discussion  except  to  support 
B  provision. 

OKit  Insurance 

K.R.  T32S  contains  another  in^iortant  principle  which  we 
aider  to  be  an  improvement  in  the  present  foreign  banking 
ucture  —  the  federal  insurance  of  domestic  deposits.  Under  the 
1,  foreign  bank  branches  must  maintain  with  the  FDIC  a  sucety 
d  or  pledge  of  assets  for  U.S.  deposits. 

The  FDIC  has  developed  a  modification  of  this  requit^wnt 
neat  practical  objections  arising  from  previous  legialatlva 
iposals.   Branches  of  foreign  banks  in  the  U.S.  would  hav*  the 
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option  of  the  sane  FDIC  insuraoca  coveeaga  •>  domestically  inaured 
banks  and  would  also  be  subject  to  cequlrements  of  a  pledge  of 
some  asseta  or   a  sucety  bond  to  the  PDIC  Co  cover  any  additional 
risk.      These  requirements  would  not  be  extended  to  agencies  aS 
they  do  not  solicit  deposits. 

This  provision  would  have  the  salutary  effects  of  1)    protecting 
all  citizens  when  they  place  their  deposits  with  foreign  controlled 
banks,   and  2}   providing  for  equality  of  treataent  between  the 
foreign  and  domestic  banks. 

I  would  suggest,   however,   that  to  provide  equality  of  treat' 
ment  between  foreign  and  donestic  banks,   deposit  insurance 
be  nandatory  for  U.S.   branches  of  foreign  banks  to  the  same  extent 
that, it   I3  mandatory   for   state  chartered  banks.      The  FDIC   insurance 
progrbn  has  proven  extremely   successful   in   promoting   confidence   in 
the  domestic  banking   system  and  there  is  no  reason   that   U.S.    depositon 
in  foreign  branches  in  the  U.S.   should  be  deprived  of  this  security. 

Therefore,  it  is  ay  view  that  section  6  of  this  bill  should 
be  appropriately  amended  to  protect  all  U.S.  citisens  when  they 
place  their  deposits  in  foreign  controlled  banks  and  to  provide 
equality  of   treatment  between   foreign   and  domestic  banks. 

I   turn  now  to  two  areas  of  particular  importance.      These  are 
the  interstate  branching  provisions  and  the  restrictions  on  American 
securities  affiliates   of   foreign  banks.      These   provisions   are 
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e>P*clAll!f  aenaltlvn  alno*  thay  involv*  two  Israas  lo  doaaatlo 
banking  which  «ze  ondar  Lmv law  at  thia  tlaa  by  laadars  In  Ccngraaa 
Hid  elaswhaEe.      In  th*  absanca  of  spacific  abnaaa  by  foraign 
buika,    aoae  hava  quaationad  the  naad  to  lagialata  now  in  thaaa 
areas  foe  foreign  banks. 


Intaratate  Branchea 

B.R.    732S  would  apply  tlia  pcohibitlon  againat  tntaratat* 
banking  by  national  baiika  to  foreign  branchea  and  aganciaa.     Under 
Sacratacy  Soiaaon,   on  bahslt  of  the  Treasury  Departaant,   taatifiad 
in  support  of  the  principle  of  coapatitivfl  aquality  in  intaratat* 
branching,  but  pointed  Out  certain  defects  In  the  lenguage  of     - 
the  bill. 


He  know  of  r 


particular  problaas  in  cennaotion  »lth  intai^ 


stats  branches  of  foreign  banki 

intarstate,  this  activity  rani 

and  California  in  which  901,  ! 

bank  pcesanca  is  located.  491 

of  their  branches  are  located 

arm   located  in  California  and 

Illlnoia.   GBI  of'  all  forsign  bank  assets 

facilities  and  29%  ara  held  in 

ratal  1  banking  bnainess  assocli 

has  been  mall.  Depoi 

be  established  only  In  S  atatai 

Oregon  and  MBssachttsatte.  A  tcoublai 


While  fltty-cna  foreign  banka  oparate 
ns  concentrated  in  New  York,  Illlnoia, 
:t,  and  301,  raspactivaiy ,  of  foMlgn 
of  foreign  bank  aganolea  and  S41 

Hew  Tork  lAila  Sll  of  t)M  agmoiM 
\9%   of  the  branohas  ara  loosted  in 

held  lit  Maw  TorX 
California,  ifie  eaapatition  fsr 
itad  with  Bost  of  thaae  inatitations  • 
taking  branchea  say  at  the  present  tlae 
Illlnoia,  matalngton, 

tfta  bill's 
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intant  to  E«*tiict  tha  acc«ptutca  of  dapoalts  to  oo*  atats  la 
that  nany  inpoctant.  growing  raqional  centara  In  tlia  D.S.  would  ba 
cut  o£f  In  their  Incipiancy  frofa  the  international  baalnaaa  ganor- 
ated  by  the  establiatment  of  foreign  bank  branches.   It  avatu  claat 
that  Boat  of  the  foreign  banks  would  chooae  New  fork  oa  thalr 
hoa  state  because  it  is  the  Money  market  center  of  the  ooontxy, 
and  the  .othacB  vould  chooaa  California  tor   geographical  raaawia. 
Other  impoirtant  American  Barkets,  however,  alght  banaflt  ttem 
eatabllBhiaent  of  branches  to  facilitate  intamational  ccMaarcial 
activitiea. 

Aa  Mr.  Solonon  pointed  out,  tying  (oeaign  banks  to  the 
exlBting  limitationa  On  national  banka  may  be  Ovwrly  rastrictlva. 
Under  present  law,  for  example,  non-meaber  banks  could  branch 
interstate  when  and  if  they  were  permitted  to  do  so  by  the 
states.   Under  the  Bank  Holding  Coipany  Act,  atataa  could  paimlt 
the  acquiaition  of  aubsidiary  bonks  within  their  boundoEles  by  OM- 
of-atate  holding  ccaipsnlaB.   So  far,  the  atatea  hsra  daclload  to 
exercise  these  options  although  Now  York  Invltad  aucb  rmclprocsl 
arrongemants  with  California,  Illinois,  Massachusetts,  and  Tasaa 
in  1973.  He  do  not  believe  the  federal  government  abould  latarfen 
with  state  prerogatives  in  the  absanca  of  clear  abuaa  bnt  «• 
recoauaend  that  national  banks  be  afforded  coaplate  eompatltlve 
equelity. 

U.S.  banks,  while  specifically  prohibited  from  having  actaal 
branch  offlcaa  In  multiple  states,  do  sctually  oondoct  a  grmat 
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lasBla  banking  bualneas  iotorBtct*  in  th«  (ollowlag 


1.  Loan  production  oCfieeB  and  oparatinq  •ubaldlarl**) 

2.  Intacatate  non-banking  actlvltlaa  of  banking  holding 
co^«niea  parMlttad  undar  aactlon  4(e)  (B)  of  tb*  B«nk 
Holding  Coofany   Act  (Federal  naaorva  Ciguraa  indicate 
B7T  of  tha  appltcationa  filad  for  auch  intaratata  activl- 
tiM  war*  appcowd  batwaan  1971  and  1976)  i 

3.  Edge  Corporation  offices  (thirty-four  banks  bad  soaa 
sixty-two  out-of-state  Bdga  Corporation  ofticaa  Involved 

in  Intamational  banking  activity  aa  of  year  end  1976)  r  and 

4.  Grandfathered  nultl-atate  banking  (as  of  year  end 
197G,  eight  United  States  bank  holding  co^taaiee  hald  banks 
in  laore  than  one  stata  under  the  Douglaa  Anandnut  to  tbe 
Bank  Holding  Coaq>any  Act  of  1956). 

It  has  bean  reported  that  12  bank  holding  coapaniea,  located 
seven  atatea,  had  a  total  of  approximately  1400  offices  engaged 
bank  related  activltiee  and  Located  in  states  Other  than  the 
■a  state  of  the  holding  company.   In  addition,  the  soms  holding 
q^aoiea  conducted  operatlona  across  state  llaea  through  34  Edge 
:  corporations  and  23  loan  production  offices.  Bank  AsMrloa 
[poratlon,  for  Instance,  has  384  nonbank  offices  in  33  atatea. 
Lie  Citicorp  has  27G  non  bank  officea  in  37  states. 
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Bacurttlw  AffllUit— 

R.R.  7325  grandfathers  tha  JUarlcan  non-lxuikiag  affiliatM 
of  focel^n  banks  as  of  Decaaber  3,  1974.   A  apaclal  dlatinoti^  is 
mada,  hcwsvvr,  for  afflllatss  aagaged  in  tha  bnslnaas  at  B>d«r- 
writing  or  diatrUiuting  sec^uritiea  in  tiia  O.B.  For  thmm   aJMllUtM. 
the  grandfathering  provision  applies  only  until  1985. 


The  United  life  of  such  an  affiliate  ia  iBpraotloal.  If  t 
bill  becones  law.  there  would  be  aanageaant  and  other  problw 
which  would  result  in  contusion  and  an  absence  of  confidenoe.  T 
example,  it  is  unlikely  that  a  valuable  trader  woald  wait  loog  t 
leave  a  securities  fim  whose  closing  data  is  set  by  law. 

Permanently  grandfathering  existing  sacoritiaa  atfillataa 
should  not  present  a  problem.   Only  19  foreign  bank  attlltatad 
securities  coopanies  operate  in  the  O.B.   on  the  prlnelpal  «»d 
regional  exchanges.  Only  four  are  maabers  of  th«  VTSI.  The  Ut 
>  total  S391  millloo. 


Concluoion 

We  appreciate  this  opportunity  to  present  a 
banking  in  the  U.S.  The  new  Ccnptroller ,  having  s 
intendent  of  Banks  of  lUu  lark,"  tlU  canter  of  intan 
has  considerable  expertise  and  interest  in  this  area 
that  you  will  call  on  him  and  his  staff  for  any  farther  input  ■ 
assistance  which  may  be  needed. 
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Mr.  Bloom.  Could  I  add  one  thing,  Mr.  Chairman? 
[>n  behalf  of  Mr.  Heimann,  even  though  he  is  not  here  today, 
ning  from  New  York,  which  eis  I  seiid  before  is  still  an  intema- 
nal  banking  center,  he  does  have  considerable  interest  in  this 
btject  matter — and  I  think  expertise — and  he  hopes  that  you  or 
i  staff  will  not  hesitate  to  call  on  us  and  him  personally. 
Mr.  St  Germain.  I  appreciate  the  fact  that  he^comes  from  New 
>rk.  I  come  from  Rhoae  Island.  However,  in  an  area  such  as  this  I 
ve  to  legislate  eis  though  it  came  from  all  50  States  and  Mr. 
timann  is  now  Comptroller  of  the  Currency  and  must  look  upon 
is  not  as  a  New  Yorker,  but  as  the  Comptroller  of  the  Currency 
-  all  50  States. 

Mr.  Bloom.  I  am  sure  he  does.  I  might  add  that  thought  weis  my 
rn,  not  his. 

Mr.  St  Gerbiain.  My  point  is.  Chairman  LeMaistre  had  to 
arrange  his  schedule  for  us  in  order  to  appear  here  today  so  I  am 
ing  to  try  to  ask  the  questions  I  would  like  to  ask  of  you  for  the 
:ord  so  we  can  get  you  out  in  good  time. 

Mr.  Chairman,  Governor  Gardner  was  imable  to  give  any  exam- 
's of  harm  to  American  citizen  depositor/investors  in  foreign 
nks  during  the  past  25  years.  Could  you  give  us  a  rundown  of 
lat  happened  as  a  result  of  the  failure  of  Intrabank  of  Lebanon  in 
e  IdeO's?  Did  U.S.  depositors  lose  funds?  Did  any  U.S.  banks 
Ffer  losses  on  funds  loaned  to  the  New  York  branch  of  Intrabank? 
Chairmem  LeMaistre.  Do  you  refer  to  the  Intrabank  failure? 
Mr.  St  Germain.  Yes. 

[Chairman  LeMaistre.  I  think  the  banks  were  protected  by  very 
ick  action  by  the  New  York  superintendent.  The  depositors  were. 
\m  not  suie  there  was  any  great  loss  sustained.  I  will  be  glad  to 
pply  something  for  the  record  on  that.  I  am  under  the  impression 

at  is  our  only  big  failure 

Mr.  St  Germain.  Would  you  add  to  that  one  for  the  record?  Our 

rta  seem  to  be  in  conflict  here. 

Chairman  LeMaistre.  We  will  answer  very  completely. 

[In  response  to  the  request  of  Chairman  St  Germain,  Uie  foUow- 

g  information  was  submitted   for  the   record  by  Chairman 

eMaistre:] 
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In  response  (□  the  question  relating  to  losses  Incurred  by 
depositors  and  creditors  of  Intra  Bsnk's  Nev  York  branch.  It  la  out 
understanding  that  all  depositors  and  creditors  were  paid  In  full  three 
years  after  the  branch  was  closed,  The  Coaaodtty  Credit  CarporattoD 
held  53  guacanCy  letters  of  credit  vlth  a  face  aaount  of  $21  ■lllloo. 
Because  these  claims  were  contingent  liabilities,  they  vere  not  recordtd 
on    the  branch's  books  as  a  liability.  The  CCC  apparently  suffered  m 
significant  losses,  due  primarily  to  tha  fortuitous  discovery  of  an 
unexpected  asset  of  the  New  York  branch;  nsi.;''.  ,  the  branch's  21-~StorT 
office  building  and  due  to  stock  [he  CCC  received  io  tbe  rcortanlsad 
Intra  Bank,   (See  Verkuil,  Bank  Solvency  and  Guaranty  LettTa  of  CW<lt, 
25,  STAN.  L.  REV,  716,  729-32  (1973),  An  exerpt  from  chla  aTCtcla  la  . 
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A.  The  Jntra  Ban\  Affmr 

Intra  Bank  was  a  Lebanese  incorporated  bank  with  a  branch  licensed  to 

operate  in  New  York  City.  It  was  the  largest  bank  in  the  Middle  East,  with 

^sets  of  I500  million  and  a  worldwide  network  dt  offices/*  In  October  1966^ 
t  liquidity  crins  was  precipitated  in  Intra  Bank,  apparently  by  die  tranifer 
>f  funds  by  its  non-New  York  depositon  from  Beirut  to  LcHidon  in 
>rder  to  take  advantage  (^  higher  interest  rates.  On  October  i^  the  bank's 
Sepoiitors  in  LcbanoD  descended  en  masse  to  withdraw  their  deposits.  The 

L^onesc  government  refused  to  asnst  the  bank  and  its  Beirut  c^ce  doied 

64.  Stt  noui  S7-5I  i^fr*. 

6f.  Cu.  FiH.  Con  i  I7j6.i(b)  (Wat  ig6«);  NT-  BiiiUM;  Ltw  |ioi-)>(a)  {McKinner 
ifTi).  Nrw  Toik'i  pconnoo  fim  appcvnl  io  1960;  Ctltbrwi'i  io  1964.  Tboc  pmniom  are 
nmullF  idcnticil  io  thcii  (•□rdint,  thw  iu£taiiD|  Califonit'i  iwtnncM  at  ifae  New  York  MMtRc 

U.  Hot  tn,  in  iddiikiB,  nquircmaiti  for  muHiT  dtpviti  br  lilt  (Macn  biDt  bnadiB  widi 
Ar  iB[iecdn  law  lupcrioirsdait  of  hanki,  but  tboc  dcponti  eta  mioinul  proRcrioB.  OiIilorBii 
mad  New  York  require  ■  minimuni  of  (100,000.  Cm.  F».  CeoE  1  I7Sl(|)  (Vcn  19^)1  N.T, 
Burxmc  Ijiw  I  lei-b(i)  (McKinoer  1971)-  The  New  York  Bmjtin/  Lmmi  wh  w  snndfd  Witr 
^  loin  Biok  fiilun.  diicuiinl  al  Dotei  TO-RS  imfrt.  Sit  Addres  bj  Hairj  V.  Albrishl,  |i..  New 
Tark  Sate  SupcrmlnxleDI  of  Binkt,  B  die  New  York  Stan  lUr  Asocbdob,  iB  Buflaki,  N.Yn  Oo. 
>D,  1973,  It  14  [bereinAfier  oted  b  Albrigfat  Addi^]. 

(7.  Albiltfai  Addm,  apri  note  £6, «  1. 

68.  II  U.S.C.  M  iBi4.  itii  (Supp.  1971)'  Vbac  TDtC  intoriBcr  ■  liauiBd  »  lio^oo  pa 
Aywhw.  k  nill  would  hive  great  mcaaiDg  10  muj  depontan  of  IbnigB  bank  braxbo.  Par  e—nplf. 
n  New  York  ctite  Siij  millioD  it  hdd  io  49,000  Ibiei|ii  bank  fanacb  acanati  of  Sao^ooo  or  IcM, 
Atbright  Addles,  nf>r>  note  S6,  *l  1. 

<9.  J«,  r.f .,  ciu_  FiK.  Con  S  '7^  (Wen  1968)  (foreign  bank  repcninf  nquiremeati);  N.Y. 
Bjutking  Law  If  3£,  204  (Mcftinoey  1971)  (sipeiiiitendent'i  power  dF  lamination  and  forofD 
^ok  reporting  reqiurcmoiti).  In  addition,  oedilon  of  foreign  bank  brandia  are  given  priorilT  in 
Uf  liquidation.  Cu.  Fw.  Coot  1 1753  (Wen  1968)1  N.Y.  Banuhc  Law  |  6oe(45(*)  (KdCnacf 
•WO- 

}•.  Albrigbt  Addren,  nipr(iKite££,*ti-3«. 
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on  Oaober  15.  On  that  same  day,  tfte  New  York  State  Superintendent  <i 
Banks  tocJc  possession  of  lom  Bank's  New  York  branch,  secured  agaimt 
removal  of  its  assets,  doted  the  bank,  and  directed  tliat  all  items  drawn  on 
and  presented  to  the  branch  as  of  that  date  be  returned.  A  full  examinatioii 
of  the  books  followed.  This  cxambation  revealed  branch  liabilities  of  $3^ 
million  and  assets  of  %2^  million,  apparently  in  compliance  with  the  106 
percent  rule."  At  this  point,  all  looked  well  for  die  branch's  deposiion^'' 
but  the  problems  were  to  begin  shortly. 

The  United  Sutes  Commodity  Credit  Corporadon  (CCC)  lidd  53 
guaranty  letters  of  credit  issued  on  the  letterhead  of  the  New  York  brandl 
of  Intra  Bank  with  a  combined  face  amount  of  over  S21  millioiL  As  con- 
tingent liabilities,  these  leners  of  credit  did  not  appear  tn  the  liability  ade 
of  the  branch's  balance  ibeet.  Tbcy  bad  been  issued  at  various  times  during 
die  period  1964  to  1966  and  had  maturation  dates  ranging  from  34  id  39 
months  from  date  c^  issuance."  They  bad  been  issued  to  CCC  as  bqicfi- 
dary  10  insure  payment  /or  the  expwt  of  surplus  wheat  and  butter  to  the 
Bank's  customers  in  the  Middle  East  under  the  United  States  GovenuncDt'i 
Export  Sales  Prt^am."  To  receive  payment,  CCC  had  to  fM-etent  »  the 
Intra  Bank  branch  a  statement  that  the  amounts  due  from  the  buyers  (Intra 
Bank's  customers)  had  not  been  received.  CCC  asserted  claims  under  tbese 
credits  as  priority  liens'*  against  the  Superintendent  of.  Banks,  who  was  b 
the  process  of  liquidating  the  branch's  assets.  As  the  Superintendent  apdy 
observed,'*  to  allow  the  $21  million  claim  would  have  "made  nonsense" 
of  the  108  percent  rule  and  would  have  completely  exhausted  the  %z^  mil- 
lion in  assets  held  by  the  branch. 

The  Superintendent  reacted  to  this  dilemma  by  rejecting  CCCs  claims. 
He  rchcd  on  two  grounds  to  defend  against  their  assertion:  first,  that  guar- 
anty  letters  of  aedil  arc,  in  fact,  guaranties  whose  bsuance  is  illegal  under 
New  York  banking  law;"  and  second,  that  as  a  "contingent  liability" 
•uch  claims  were  not  allowable  in  bank  insolvency  proceedings.  Neither 
of  these  arguments  is  totally  convindog.  The  ultra  vires  defense  coo- 

71.  Tlicrc  wu  $7]o^x»  ie  dcnind  depaiB  in  tbc  faruch.  U.  n  5. 

7}.  TbcK  Icnen  ippiredil)  vioUin)  ibc  Nrw  York  Striding  Lam  wbicb  limit>  Icncn  of  a«b 
ID  DTK  year  in  lime.  Sir  S'.V  Biikiunc  Uw  1  96(1}  [McKinnry  1971;.  TIk  Supciiainidcnt  ni  Bub 
•HCncd  chit  ilksalit]'  *>  i  ground  loc  aot  boDorinf  tlw  CCC  cliiin>  in  ihr  IdIti  B*nk  liquidiiioD. 

74'  Tlw  CCC  Kciuci  lenm  of  <i«]i[  fmin  (oiciin  tuycn  who  nchuifc  (bitcgic  nuteinb  (m., 
I«d,  xinc,  fli.)  (or  lurpl")  ■'■in.  Tk  CCC  knpi  tbc  piuint}'  km  of  oedii  oficn  uaot  it  kM 
reccivrd  and  inipmn)  iht  miwiitli;  if  the  miKriili  in  found  id  be  confonnicif,  tbe  Inter  of  onlil 
It  cincelled.  Sw  fttittJly  CoinniieDI.  infrt  aait  14.  (t  906. 

7i.  The  luHKt  Depjnmeol.  iqimcBrini  CCC,  celiei!  upon  ji  Di.C  1  igi  (1970).  vUd 
provides,  in  releiini  pan-  n^liuirier  uii  pcnon  indebted  id  thr  tJnittd  Sulet  'a  uuoItsii  ...  Ac 
flebu  due  u  the  United  Sitif  thall  be  firn  HDilied  .  .  .  ,"  Anolher  niiute  prcrridet  tIkM  ifac  QCC 
'ihalT  hive  all  the  rightk,  ptivileta,  ind  inununinn  of  the  United  Stilei  viih  roprct  id  the  riglil  B 
prioiiiy  of  piymeDi  with  rapea  to  dcbo  due  Irom  imolvenl,  deceiio!,  or  banlmait  dcbon.'  ij 
tl.S.Cl714(b)(r)(i97o>. 

76.  Albright  Addreu,  luprt  note  6£,  U  11  (nfeirim  to  tte  iniotB  of  hk  pndcccaor,  Tta^ 
Ie). 
•  77.  Tbii  if  (be  aim  iba  dcfoue.  Str  DMa  41-55  nf  >nd  KxDinpiiiTinf  Mst 
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travcncs  the  current  interpretations  of  the  Comptroller  of  the  Currency" 
and  for  that  reason  the  validity  ctf  the  defense  is  doubtful  The  second  ar- 
gumern,  while  having  some  support  in  the  case  law,"  is  not  logically  per- 
suasive. Generally,  contingent  claims  arc  provable  under  bankruptcy  law,** 
and  where  the  heaeBduy  is  a  federal  instrumentality  like  CCC  tho-e  ji 
strong  authority  that  the  federal  pnority  would  in  any  event  override  coo- 
Irary  state  law  contentions."  However,  Ae  immediate  problem  faced  by 
the  Superintendent  was  that  the  mere  assertion  of  these  claims  delayed 
payment  to  depositors.  Since  it  donated  the  solvency  of  its  principals,  CCC 
was  acting  pmdcntly  by  asserting  its  claims.** 

This  was  the  unhappy  status  (^  the  Intra  Bank  matter  when  a  deus  ex 
matrhina  appeared :  another  asset,  one  sufficient  to  offset  OCCs  claim  and 
also  not  listed  on  the  branch's  balance  sheet,**  was  uncovered  by  the  Su- 
perintendent of  Banks.  This  asset  more  than  satisfied  the  daims  of  Intra 
Bank's  New  York  customers  and  allowed  the  Superintendent  to  settle  with 
CCC.**  In  essence,  tbc  compromise  agreement  provided  that  the  Superin- 
tendent would  first  pay  all  valid  claims  of  depositors  and  creditors  of  tlie  ~ 
New  York  branch  and  then  pay  the  balance  to  CCC**  CCC  nibsequently 
became  a  shareholder  of  Intra  Bank.** 

7I.  Stt  aou  4I  niprt. 

79.  Stt,  t^.,  Vuick  ^•riDE  Corp.  *.  Bink  nl  llund  Sata,  1&4  N.Y.  197.  igo  N£.  647  (i9}4); 
pBople  T,  Metropollua  Siuny  Co_  K>1  N.Y.  i};.  )8  N£.  413  (1911)1  l»  rr  Liwycn  Tiilc  k 
Cwuty  Co..  iSj  Uac  394,  Jo  N.Y£ jd  157  (Sup.  Cl.),  mff-J  mrm^  i6t  App.  Dii.  975.  51  N.Y.S.ld 
J73  (i«l  Dtpt  1944),  td  m™,  194  K.Y.  7'*.  *'  Nijd  493  (194J);  fn  rt  N»t'l  Sumr  Ckt, 
17«  MLk.  J3.  16  N.Y.Sj<1  370  (Sup.  Cl  .941). 

Bo.  3  ).  MooiE,  Cou-TEi  OK  Bakkiuptct  \  37d  (141b  cd.  1971).  To  be  protiUc  ukd  illomble 
■I  huikiiipuy.  coodniut  cUinu  mun  be  aptOi  of  bqukUmn.  11  XM.C  It  9]((I),  lOjCOCS) 
(■970). 

81.  Set  UnitFd  San  t.  Knon,  19R  VS.  $44  (19JO1  /■  rt  Phillipi.  >9C  App.  Dir.  ITS  ('•> 
D^'O.  'O'^M  i]i  N.Y.  ;sg,  134  N£.  J71  (19)1).  Monxncr.  tbc  lUifaohtia  wbicb  nipport  tfac 
EDDKntion  do  nM  ippar  10  icTy  oD  ihr  ritkinil;  tbii  ii  u  unfiii  to  oiha  ttrinon  n  iIJow  coa- 
biiceiii  dainu,  bui  tbcy  ccly  iiuieid  an  ibt  txaxm  tiiii  liquutiiioiu  ihauld  oot  *iii  upon  [he  roolu- 
boD  of  coniingrncis.  Thut,  Ihr  immiacrm  of  tbc  due  ixit  dd  ■  fiunnty  leiter  of  CTcdii  Diigbt  coo- 
EBTibly  iflccT  tht  aiDdntCDcy  dcienmailiDa. 

I2.  Tbii  iUujO'jtci  iDotber  pnctkiT  dittiDcbac  bcrweca  fiunjiTy  and  iraditiooal  Iraen  df 
umIjI:  bfsdiciuvs  of  cndilioru!  Irttfn  of  credLr  bj*c  not  turrcndcivd  trdc  id  tbdr  fooAi  priof  n 
pBTBimt,  mud  trcquoilly  will  have  allcnutiTF  myi  of  prptecting  tboiuelKL  Wbok  ttiey  biTC.  ibcf 
w3]  bot  iKfd  10  lilc  ddjying  claimt  in  bank  inLUlvcDcj  procodinp. 

B3.  BcouK  of  arum  inirigue  by  Iniri  Bink't  pmidcni.  the  bink't  oficc  (■  11  nor7  building) 
was  aol  lilted  u  mu  »«t  of  Inui  Bmk.  After  trttni  ycMxy  of  iavenigiiion  and  lilifllioii,  tbe  Drpin- 
■FDI  of  Banks  nublnhed  thai  Intra  Bank  wai  tbc  true  owner  and  die  Superintendent,  ai  liquidaloc, 
wa»  able  to  telE  thv  luel  aod  utiEue  tbe  proceed)  to  pay  off  depaitors.  Albright  Addroi.  Mmprt  tkOR 
«i,«t7-9 

S4.  Titt  unliitflj  a»a  told  (cH  ^proiunatety  Sio  miQioD,  wfaidi  vai  niSdnit  to  nxct  Ac  Si.i 
milliao  in  dcpotiior  liltnlilio  amt  finaiicc  a  axnpiocnuc  of  CCC't  $11  million  claim.  Id.  al  ID. 

85.  Tbe  (ompromiv  agreemeat  vitb  tXX:  wu  attacked  by  ciediior  buki,  iniuranct  compaoio 
Peking  10  irucb  tbe  bfafich^  aiieu,  and  Intra  Bank  loflf.  Tliw  panib  made  tbe  ume  argumenn 
(olua  viiH  and  uopiorable  contingent  claLmi)  thai  the  Superintendeul  bad  auened  agaimt  CCC 
before  the  di«oveo  of  the  (ir  mi'lion  a"tt.  The  agreemtm  was  approred  by  the  New  York  County 
Snpiemc  Coun,  puiiuani  10  KY.  Ea^kinc  Uw  \  6il<i)  CMtKinney  1971).  Intra  Bank  ».  Wille, 
fi  mem^  ji  App  Dir.  id  711,  196  N.Y.S.id  183  (iii  Dep'l  196S),  ffJ  lum.  aj  N.Yjd  619, 
>54  NI.id  J14.  306  N.Y5.3d  7  C1969),  cm.  JntieJ,  399  U.S.  910  (1970). 

Be.  Ii  *«!  tbii  ioteteit  in  Intra  Bank  thi-  Roberl  Voco,  a  contributor  to  Ac  KcpuUinn  can- 
Nign  of  1973.  *a)  alleged  to  have  imprnperl)  tried  to  influence  the  purcbiK  of  fnan  CCtX  Stt 
watbingioD  Poet,  Apr.  18, 1 973,  n  Ai ,  ml.  4,  A7,  c^.  j-t. 
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B.  KendtuI  Protitms 

Rcsdution  of  dus  case  was  due  solely  to  die  fortuitoas  discoverr  of  Ac 
unezpccicd  |io  million  asset,  but  this  should  not  obscure  die  potential  dim 
dircatencd  by  uncontroUcd  issuance — and  unknown  ezistcDCc— of  guaraotf 
letters  oi  credit.  When  a  bank  is  able  to  accrue  liabilities  oS  lo  tima  ki 
bodt  assets — and  not  have  that  fact  rcflcaed  tm  its  books — any  scbane  of 
fH-otection  based  on  those  bode  asseu  is  likely  to  collapK.  Moreover,  cica 
with  the  unexpeaed  asset,  it  todt  three  and  one  half  years  to  pay  off  lom 
Bank's  depositors  and  creditors,  and  when  they  were  paid  it  was  at  Ae 
ttatutory  four  percent  interest  rate."  If  the  tetters  of  credit  held  by  GCC 
bad  been  of  the  traditional  ^'ariety,  comprcxnise  could  have  occorred  at  a 
much  earlier  time,  either  throu^  modi/ication  of  the  underlying  tnono- 
lion  or,  if  payment  had  been  made,  through  liquidation  of  dx  security 
received  by  Intra  Bank. 

The  New  York  State  Superintendent  of  Banks  has  taken  ttane  inuiie£- 
atc  steps  to  r^uce  the  potential  liquidation  prcblcnis  arinng  from  future 
fofeign  bank  branch  failures,"  but  the  basic  problem  remains: 
letters  of  credit  are  still  treated  as  off-balance  (beet  transactions. 
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Germain.  On  page  7  of  your  statement  you  say  that  if 
I  bfnhing  is  foreclosed  to  foreign  banks.  States  other  than 
I,  New  York  and  Illinois  will  find  it  difficult  to  attract 
anks.  Isn't  it  fair  to  note,  however,  that  currently  the 
or  absence  of  interstate  branching  has  made  little  oifTer- 
aaachusetta  has  offered  the  opportunity  for  full  service 
!i3r  years,  but  has  attracted  few  foreign  banks.  Houston, 
strictions  on  foreign  banking,  has  attracted  a  number  of 
mk  representative  offices  and  nonbanking  services.  Hous- 
re  of  an  international  financial  center  than  Boston.  Given 
at  situation,  why  do  you  believe  that  interstate  branching 
izy  for  fur^er  expansion? 

an  LiMaiotse.  It  maybe  difficult  to  make  a  case  under 
ircumstances,  Mr.  Chairman,  but  we  do  not  think  that  the 
other  cities  to  attract  foreign  banking  institutions  in  the 
Duld  be  made  more  difficult. 

Germain.  Boston  has  been  trying  for  many  years,  and 
ally  succeeded,  so  that  that  honey  hasn't  attracted — or 
— ttie  flies. 

1,  with  such  tight  restrictions,  has  attracted  them.  Whjr? 
hey  want  to  be  there  and  therefore  the  fact  that  their 
;  is  allowed  or  not  allowed  ia  immaterial  to  them.  They 
!  in  because  that  is  where  they  want  to  go.  I  think  there  is 
Dom  for  augmentation  here  as  to  whether  or  not  restric- 
he  bill  on  interstate  branching  would  be  that  harmfiil  to 
rs  who  might  want  to  establuh. 

ce  it.  California,  Chicago,  New  York.  That  is  where  they 
and  have  been  for  a  long  period  of  time. 
an  LeMaistre.  I  believe,  Mr.  Chairman,  that  Chicago  has 
tcted  foreign  biuiks  in  recent  years  due  to  a  change  in 

permitting  them  to  establish  branches.  It  is  true  that 
ign  banks  have  chosen  to  locate  in  California,  Chicago  or 
:,  and  it  seems  to  me  that  the  proximity  of  Boston  to  New 

be  responsible  for  the  failure  of  Massachusetts  to  attract 
iign  banks.  It  seems  unlikely  that  foreign  banks  will  at 
e  wish  to  enter  every  State,  but  under  an  inteistate 
n,  it  would  be  too  costly  to  maintain  a  single  presence 
'  New  York,  Illinois  or  California.  Certainly,  the  recent 
t  of  foreign  banks  into  the  Atlanta  and  Houston  regional 
market  centers,  the  liberalization  of  Georgia  State  law 
g  foreign  bank  entry,  and  speculation  that  Texas  may 
t  indicate  Uiat  foreign  banks  are  interested  in  r^onal 
eems  quite  possible  the  same  will  happen  to  other  regional 
36  future  as  their  economies  continue  to  develop.  This  bill 
ke  it  much  more  difficult  for  foreign  banks  to  locate  in 
s. 

[JrERMAiN.  Now  this,  without  any  restrictions  on  interstate 
Mid  for  a  reason,  because  that  is  where  they  want  to  be. 
m't  really  felt  as  though  they  want  to  go  into  any  other 
against  the  question  of  some  of  these  other  areas  wanting 

them. 

e  8  you  gave  figures  on  the  growth  of  branches.  As  vou 
are  aware,  the  share  of  foreign  bank  assets  in  branches 
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was  only  23  percent  in  1974  while  agencies  had  52  percent  of  total 
assets.  Now,  however,  the  share  of  branches  has  risen  to  36  percent 
and  agencies  have  only  38  percent.  Isn't  it  true  that  some  of  this 
shift  is  due  to  a  large  number  of  conversions  by  Japanese  banks  in 
New  York  from  agencies  to  branches,  partly  because  New  Yoi^ 
would  no  longer  let  the  agencies  issue  acceptances  and  partly  in 
antici^tion  of  passage  of  this  bill? 

I  might  say  with  a  grandfathering  clause. 

Chairmem  LeMaistre.  There  is  probably  some  evidence  that 
channeling  business  into  the  branch  instead  of  the  agency  that  has 
built  up  the  size  of  the  branches.  With  respect  to  the  conversion  of 
Japanese  agencies  to  branches  in  New  York,  it  is  my  understanding 
that  this  is  the  direct  result  of  the  removal  of  restrictions  by  the 
Japanese  Ministry  of  Finance  which  prevented  establishment  of 
branches.  Approzunately  10  Japanese  agencies  have  been  ccmvertsd 
to  branches  in  New  York.  I  think  it  is  an  interesting  statistic  that  of 
the  three  largest  banks  we  supervise,  two  are  subeidiaries  of  foreign 
banks. 

There  is  a  method,  as  you  have  pointed  out,  by  which  they  can 
grow  other  than  the  ones  talked  about  here. 

Mr.  St  Gehmain.  Mr.  Wylie. 

Mr.  Wyue.  Mr.  Bloom,  on  page  5  of  your  statement  you  state, 
"We  would  suggest  foreign  banks  should  be  allowed  to  charter  s 
Federal  branch  in  a  State  where  it  now  has  a  State-chartoed 
bank."  Are  you  suggesting  there  that  a  foreign  bank  should  coo- 
tinue  to  be  permitted  to  establish  a  branch  in  a  State  in  vrfiicb  a 
domestic  outrof-State  bank  would  not  be  permitted  to  do  that? 

Mr.  Bloom.  No,  sir.  I  was  just  talking  ^ere  about  permitting  i 
single  proprietor  to  have  both  a  State-chartered  and  a  federaUy- 
charterod  branch  or  subsidiary  in  the  same  State. 

That  occurs  today  with  holding  companies  occasionally.  They  wiU 
have  both  State  and  national  subsidiaries  within  the  same  State. 
They  have  that  choice.  1  was  merely  suggesting  that  Federal  owneti 
should  have  the  same  prerogative.  I  was  not  dealing  with  any 
interstate  elements  there  at  all. 

Mr.  Wyus.  I  understand  Chairman  LeMaistre  has  to  lent 
momentarily. 

There  has  been  some  discussion  of  the  merits  of  imposing  FDK 
insurance  in  order  to  equalize  the  competitive  burdens  uptmforaigB 
and  domestic  banks.  On  page  29  of  the  statement  of  the  Institute  d 
Foreign  Bfmkers  testimony  this  morning — it  was  said: 

We  cannot  believe  that  a  ■erious  argument  is  being  made  that  inaurvnctt  ahoold  ta 
raquirad  of  foreign  bank  branchee  not  dealing  with  the  public  raquirinc  FOK 
protection  in  order  to  burden  them  with  an  unneceoaary  coat  merely  fiK^iiaw  Ami 
wmwatic  cwmpetiton  incur  that  coat. 


Do  you  view  FDIC  insurance  as  a  fairly  priced  program  in  whidi 
institutions  can  participate  on  a  competitive  basis,  <»*  iB  it  a  burdn 
upon  thfise  institutions  which  do  participate? 

Chairman  LeMaistbb.  Let  me  get  the  thrust  of  your  view  agsis. 

Do  you  view  it  as  what? 

Mr.  Wyue.  Do  ^ou  view  FDIC  insurance  as  a  fairly  [viced 
program  in  which  institutions  can  participate,  where  appro^iste, 
or  do  you  retard  it  as  a  competitive  burden  on  those  institutioia 
which  do  participate? 
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A.pparently  the  gentlemen  this  morning  from  the  Institute  of 
ireign  Bankers  regarded  it  as  somewhat  of  a  burden. 
Chairman  LbMaistre.  As  a  matter  of  fact,  I  suppose  you  could 
f  that  FDIC  insurance  is  both  an  aid  in  competition  and  a  burden 
those  who  compete  because  it  has  a  certain  expense  to  it;  but  tiie 
nk  which  is  seeking  retail  business,  it  seems  to  me,  is  almost 
cesBorily  going  to  seek  coverage  by  the  Federal  Deposit  Insurance 
rporation. 

Pot  one  who  is  largely  involved  in  wholesale  banking,  it  really 
uldn't  make  a  great  deal  of  difference  to  that  institution  whether 
were  insured  or  not  because  it  isn't  dealing  in  the  $40,000-and- 
der  accotmt. 

Mr.  Wyue.  I  would  suppose  it  does  for  retail  banking  purposes, 
fOfga^  I  notice  that  most  of  the  institutions  which  have  FDIC 
nuBnce  display  a  sign  saying  so  in  the  window  of  the  bank.  I  feel 
rr  £eel  it  has  some  marke^ig  advantage  to  them. 
would  you  agree  with  that? 

Iliainnan  LeMaistrb.  I  think  so.  Although  the  FDIC  requires 
:h  insured  bank  to  display  an  official  sign  in  each  station  or 
ndow  where  insured  deposits  are  received,  there  is  general  con- 
isus  that  deposit  insurance  is  virtually  a  sine  quo  non  for  doing 
ail  banking  business. 

Mr.  Wyue.  How  would  you  weigh  the  cost  and  benefits  of  the 
rety  bond  or  pledge-of-assets  plan  which  you  have  devised  or 
jgested  in  your  testimony?  Put  another  way,  are  there  problems 
ulting  from  the  unavailability  of  FDIC  insurance  for  foreign 
nk  branches,  agencies  and  commercial  lending  companies  which 
nond  that  a  solution  be  undertaken  which  involves  the  risk 
ich  you  have  described? 

^re  these  risks  worth  taking  in  order  to  achieve  competitive 
tlity? 

laiairman  LeMaibtrk.  I  would  think  the  attempt  to  protect  the 
xisits  by  making  a  pledge  of  assets  or  putting  up  a  surety  bond 
idd  be  so  burdensome  that  if  you  put  a  bond  big  enough  or  pledge 
Miough  assets  to  cover  the  entire  ordinsirily  insured  portion  of 
xwits,  that  the  expense  to  the  bank  would  simply  be  more  than  it 
iild  be  willing  to  undertake. 

rhe  proposal  that  we  make  in  essence  is  that  they  use  the  same 
mula  that  is  now  used  for  American  banks,  plus  some  bond  or 
ne  pledge  to  guard  against  the  risk  to  the  deposit  insurance  fund 
reason  of  their  foreign  operation  but  not  enough  to  cover  the 
tire  deposit  structure. 

Hk  burden  would  be  much  less  under  this  modified  proposed,  as  I 
I  it. 

tfr.  Wyub.  You  don't  necessarily  suggest  the  surety  bond  as  an 
emative  to  deposit  insurance  then? 

Siairmem  LeMaistre.  Not  as  an  alternative;  as  a  supplement, 
t  a  smaller  surety  bond  and  a  smaller  pledge  of  assets  u  that  is 
at  they  chose  to  do,  because  we  would  not  be  seeking  enough  of  a 
id  or  pledge  to  cover  the  entire  risk  of  the  deposits. 
nie  only  risk  we  would  be  trying  to  cover  would  be  one  that  is 
Qcult  to  measure,  and  that  is:  How  much  risk  are  you  taking  by 
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reason  of  the  fact  that  the  parent  of  this  bank  is  outside  the  United 
States  and  it  may  be  difficult  to  deal  with  the  parent  bank? 

Mr.  Wyub.  I  will  get  into  an  ancillary  to  that  question,  but  what 
institutions  would  nve  the  surety  bonck?  Do  you  think  any  surety 
bond  tigency  would  provide  the  surety  bond?  You  have  modified 
your  suggestion  a  little  bit  from  the  way  I  thought  you  were  talking 
about  in  your  prepared  statement  here,  in  that  you  have  said  tt 
would  only  be  a  small  portion  of  the  risk  that  would  be  covered  by 
the  surety  bond;  is  that  accurate? 

Chairman  LeMaistre.  That  is  my  understanding  of  the  purpoae 
of  bond;  it  is  not  to  protect  the  deposits  but  to  protect  the  risk  to  the 
fund  by  reason  of  the  operation  of  a  foreign  bank,  and  there  is  a  Ing 
difference  because  the  protection  of  deposits  means  that  somebody 
has  to  come  up  with  coverage  of  dollar  for  dollar  of  everything  that 
is  insured. 

Mr.  Wylie.  That  was  the  point  I  was  attempting  to  get  at 

So  this  would  be  just  supplemental  or  supplementary  to  Federal 
D^NOsit  insurance? 

Chairman  LeMaistre.  That  is  the  proposal. 

Mr.  Wylie.  OK,  and  you  don't  see  any  problem  with  finding 
institutions  to  provide  the  sure^  bonds? 

Chairman  LeMaistre.  I  am  not  sure  of  the  answer  to  that, 
whether  any  would  be  available.  I  am  sure  they  would  have  to  be 
prepared  and  approved  by  the  companies.  I  doubt  there  are  ^ny  in 
existence  at  the  moment  that  would  offer  this  sort  of  thing. 

Mr.  Wyue.  That  is  the  thrust  of  my  question  now. 

Chairmein  LeMaistre.  It  may  be  that  the  pledge  of  asaets  would 
be  the  only  thing  you  could  take  until  you  got  a  sure^  bond 
contract  worked  out. 

Mr.  Wylie.  Do  you  think  we  need  to  concern  ourselves  with  the 
rise  of  the  Communist  Party — and  I  ask  this  question  advisedly —  in 
various  western  European  countries?  Does  that  have  any  potential 
effect  on  foreign  bank  operations  in  the  United  States? 

Chairmfin  LeMaistre.  I  didn't  hear  the  first  part  of  your  qun- 
tion.  Does  what  have  an  effect  on  the  foreign  bank  competition? 

Mr.  Wylie.  Does  the  rise  of  the  Communist  Ptirty  in  western 
European  nations  cause  concern  with  reference  to  certain  foreign 
banks?  Perhaps,  that  is  a  political  question. 

Chairman  LeMaistre.  You  mean  in  France,  Italy  and  places  of 
a»at  sort? 

Mr.  Wylie.  France  and  Italy  and  places  of  that  sort.  We  had 
representatives  of  those  two  countries  here  this  morning. 

Chainnan  LeMaistre.  Only  to  the  extent  that  it  would  affect  the 
operation  of  the  banks  of  those  countries.  I  suppose  eis  long  as  tb^ 
operate  as  a  political  party  and  that  part  of  the  government  i> 
running  in  a  responsible  fashion,  it  probably  wouldii't  affect  oar 
operations.  1  douot  that  it  has  aiffected  the  operations  c^  Fkvndi 
banks  and  Italian  banks  to  date.  That  is  not  to  say  they  couldnt  if 
they  ever  acquired  control;  but,  frankly,  I  think  I  would  be  speculat- 
ing to  try  to  answer. 

Mr.  Wylie.  Do  you  think  it  is  something  that  we  should  consider 
here?  Do  you  think  it  is  something  that  this  committee  should 
consider  in  drafting  this  legislation?  I  am  thinking  of  protecting 
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can  citizens  who  might  deposit  money  or  do  business  with 
1  branches  from  those  countries.  Directly  relating  to  that 
3n  is  your  suggestion  that  such  bremches  have  surety  bonds 
upplement  to  Federal  deposit  insurance, 
irman  LeMaistre.  We  would  hope  that  the  Federed  deposit 
nee  coverage  would  be  sufficient  to  protect  the  American 
8  who  did  retail  banking  with  them.  One  thing  that  we  do  say 
statement  is  that  we  feel  that  this  should  be  optional  and  to 
tent  that  a  foreign  bsmk  would  choose  to  operate  without 
nee,  it  could  do  just  as  an  American  bank  can  do.  It  can 
e  without  insurance  if  it  wants  to. 

n't  ^nk  it  is  a  very  big  problem,  just  to  be  candid  about  it, 
le  there  are  not  many  States  who  will  let  a  branch  operate 
It  insurance. 

Wylie.  That  is  the  point  I  was  trying  to  make.  Can  foreign 
tea  operate  in  New  York,  Illinois  and  California  witiiout 
nee? 

irman  LsMArarRE.  I  don't  think  they  can. 
Wyue.  I  don't  think  they  can  either  in  New  York,  Illinms 
difomia  where  the  exposure  is  now  the  greatest. 
irman  LeMaibtre.  I  think  that  is  right,  but  let  me  check  that 
iswer  that  for  the  record,  if  I  may. 
WiruB.  All  right.  Thank  you  very  much. 
foUowing  information  weis  furnished  for  the  record  by  Chair- 
«Mai8tre:] 

Responsb  SuBMnTED  By  Chairman  LeMaistrb 
'  aziflting  law,  U.S.  branches  of  foreign  banka  cannot  ofaUin  Federal  deposit 
X  because  they  are  not  "banks"  as  that  term  is  defined  in  section  3(a)  of  our 
J.S.C.  1813(a)).  Accordingly,  such  branches  in  New  York,  Illinois  and  CUifor- 
it  insured.  New  York  and  Illinois  allow  foreign  banks  to  operate  branches 
-MC  insurance  bu'   "  '*-      ■  ....  ..... 

sceive  domestic  depc 
;  deposits  without  FDl 
nne  quite  prevalent  ii 

St  Germain.  Does  the  FDIC  examine  banks  in  New  York  and 
nia  and  Illinois?  Do  they  examine  State-chartered  PDIC- 
1  banks?  Does  FDIC  examine  these  banks  in  New  York, 
I  and  California? 

rman  LeMaistre.  They  examine  the  State  nonmember  banks 
those  States.  We  have  the  right  under  the  act  as  written  to 
16  all  insured  banks,  but  as  you  know,  we  do  not  examine 
vhich  are  under  the  auperviaion  of  the  Comptroller  or  under 
pervision  of  the  Federal  Reserve  Board,  except  where,  in  the 
lent  of  the  FDIC's  Board  of  Directors,  after  reviewing  the 
i  Reserve's  or  the  Comptroller's  examination  reports,  there 
Ucations  that  the  bank  may  be  a  problem  case,  or  that  it  is  in 
ition  likely  to  result  in  loss  to  the  depoeitor  or  to  the  FDIC. 
lo  not  ordinarily  examine  the  ones  that  they  supervise,  but 
examine  the  State-chartered  banks  that  are  not  members  of 
deral  Reserve  in  all  three  of  those  States. 
St  Germain.  And  the  State  authorities  in  those  States  also 
le  and  supervise  those  banks;  correct? 
rman  LeMaistre.  Yes,  they  do. 
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Mr.  St  Germain.  Why  do  you  examine  and  supervue  State 
nonmember  banks  in  those  three  States,  the  FDIC? 

Chairman  LeMaistre.  There  are  compelling  reasons  set  out  in 
the  act  and  Congress  mandated  us  to  do  that.  They  directed  us  to  in 
the  case  of  the  nonmember  State-chartered  banks. 

Mr.  St  Germain.  Do  you  have  an  experiment  going  where  you 
would  have  accepted  the  examinations  performed  t^  the  State 
authorities  in  certain  States  had  they  come  up  to  standards  set  ij 
the  FDIC? 

Chairman  LeMaistre.  We  have  carried  on  an  experiment  in  at 
least  three  States  in  which  we  withdrew  from  the  "TtPmJnntiwt 
process  in  a  number  of  cases,  about  50  percent  in  those  three  StatH. 
and  we  accepted  their  exeiminations. 

Mr.  St  Germain.  Therefore,  the  statute  is  not  mandatcny.  Hm 
FDIC  can  if  it  so  elects  accept  the  examinations  of  the  State 
authorities,  correct,  since  you  were  doing  that  under  the 
experiment? 

Chairman  LeMaistre.  To  the  extent  that  we  are  allowed  to  let 
someone  else  do  that  work,  yes;  we  cannot  say  that  we  have  to 
examine  it  every  year. 

Mr.  St  Gerb«ain.  That  is  right,  yet  over  the  jreais  you  have 
continued  to  examine  them? 

Chairman  LeMaistre.  And  we  have  terminated  that  experiment 
in  those  three  States  incidentally.  We  no  longer  withdraw  from 
those. 

Mr.  St  Germain.  Keeping  that  in  mind,  I  ask  you  the  foUbaring 
question:  The  Federal  Reserve  and  the  Comptroller  have  been 
criticized  by  GAO  in  the  regulation  of  international  banking.  Yet  it 
is  clear  that  those  two  offices  probably  do  a  better  jdb  than  any 
other  banking  authorities  in  the  world  in  terms  of  regulating  large 
multinational  banks. 

It  is  also  clear  that  the  r^ulatJon  of  international  twiwfcifiy 
requires  a  high  degree  of  sophistication.  Many  witnenea  haw 
argued  that  States'  supervisors  are  doing  a  superlative  job  in 
r^ulating  foreign  banks.  However,  since  the  two  Federal  regulaton 
are  having  trouble  monitoring  foreign  operations  in  U.S.  banks  and 
sorting  out  the  risks  indicated  in  foreign  loans,  I  becnne  sk^itiCiL 
Frankly,  I  don't  agree  with  that  contention.  I  wonder  about  the 
expertise  that  exists  at  the  State  level,  given  the  very 
understandable  budgetary  problems  many  States  have  that  limit 
the  number  as  well  as  the  qualification  and  expertise  of  the  peraiD- 
nel  that  they  can  direct. 

Keeping  in  mind  the  fact  that  FDIC  itself  examines  in  tfaiae 
States  that  we  have  been  told,  they  do  such  a  great  job,  yon 
know,  they  can  handle  this;  yet  FDIC  continues  to  perform  its  am 
examinations  in  New  York  and  California  as  well  as  all  other 
States. 

Would  you  give  us  your  views  on  the  kind  of  expertise  required  to 
supervise  international  banking,  and  since  you  suggest  rDIC  b^ 
come  the  Federal  regulator  of  State-chartered  foreign  banks,  fdeMe 
give  us  some  indiction  of  the  Corporation's  experience,  experttie,  in 
this  area?  And  after  this  question  I  am  going  to  allow  you  to  so  on 
your  merry  way. 
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Chairman  LeMaxsthe.  Mr.  Chairman,  I  think  that  the  expertise 
that  we  have  in  this  Tield  is  probably  more  concentrated  in  foreign 
bank  subsidiaries  than  in  the  agencies,  and  what  is  it  they  call 
them  in  New  York,  the  commercietl  lending  companies,  as  men- 
tioned in  the  bill,  and  Ioeui  production  ofTices,  and  that  sort  of  thing. 

As  I  told  you,  of  the  three  largest  banks  that  we  supervise,  two  of 
them  are  subsidiaries  of  foreign  banks  and  I  think  that  we  would 
have  to  say  that  the  principles  of  sound  lending  would  not  change 
whether  performed  by  a  bank  whose  parent  was  in  Belgium  or  a 
bank  in  the  United  States;  find  the  expertise  which  is  available  is 
available  to  all  of  the  agencies,  all  of  the  three  banking  supervisory 
agencies;  so  I  don't  trunk  it  would  be  a  great,  insurmotmtable 
pr^lem  for  any  one  of  them  to  gear  up  to  do  this  sort  of  work. 

Mr.  St  Gebmain.  However,  to  those  who  have  contended  that  the 
States'  supervisoiy  authorities  have  all  the  expertise  in  the  world,  I 
hope  that  the  FDIC  will  agree  that  we  cfuinot  just  accept  that 
because  how  could  FDIC  disagree  with  what  I  say?  I  don't  accept  it 
in  view  c^  the  fact  that  you  continue  to  examine  in  all  50  States. 

Chairman  LeMaistre.  No,  I  don't  disagree  with  you. 

Mr.  St  Germain.  We  want  to  thank  you  kindly.  We  will  have,  and 
do  have  as  a  matter  of  fact,  some  additional  questions  that  we  will 
submit  to  you  for  the  record,  and  will  ask  you  to  answer  in  writing. 

Chairman  LeMaistre.  We  will  be  glad  to  respond. 

Mr.  St  Germain.  Once  again  we  want  to  thank  ^ou  for 
rearranging  this  schedule  you  have.  We  note  it  was  very  inconve- 
nient for  you,  but  we  are  veiy  appreciative. 

Chairman  LeMaistre.  Thank  you  very  much. 

Mr.  St  Germain.  Mr.  Bloom,  page  3  of  your  statement,  you  quote 
Mr.  Heimann's  testimony  to  this  committee  Itist  year: 


How  many  such  centers  of  international  trade  are  there 
currently? 

Mr.  Bloom.  In  the  country  or  in  the  world? 

Mr.  St  Germain.  In  this  country. 

Mr.  Bloom.  I  think  my  answer  would  be  three,  but  I  would  like  to 
(^eck  with  my  colleague  who  is  sitting  in  back  of  me,  Mr.  Bench, 
vho  is  head  of  our  International  Division,  and  get  his  opinion. 

Mr.  St  Germain.  Why  don't  you  have  him  join  you? 

Mr.  Bloom.  Surely. 

Mr.  St  Germain.  Would  you  have  him  identify  himself  for  the 
record? 

STATEMENT  OF  ROBERT  BENCH,  ASSOCIATE  DEPUTY  COMP- 
TROLLER FOR  INTERNATIONAL  BANKING,  OFFICE  OF  THE 
COMPTROLLER  OF  THE  CURRENCY 

Mr.  Bench.  Mr  Chairman,  my  name  is  Robert  Bench.  I  am 
Associate  Deputy  Comptroller  for  International  Banking. 

Mr.  Bloom.  Do  you  agree,  Mr.  Bench,  that  we  have  three  interna- 
tional bfmking  centers  in  the  country? 
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Mr.  Bench.  Yes,  I  would.  It  is  obvious  that  Chicago,  San  Fran- 
cisco and  New  York  are  the  primary  international  nnancial  en- 
ters. If  you  look  at  the  international  assets  of  the  r^onal  banki, 
however,  there  is  certainly  activity  in  Boston,  Philadelphia,  and  a 
growing  presence  in  the  Houston-Dalleis  area. 

Mr.  St  Germain.  Now,  with  the  climate  in  the  Houston-DallH 
area,  Mr.  Bench,  what  are  they  allowed  to  do  in  the  Houaton-DBllas 
area,  foreign  banks? 

Mr.  Bench.  Mr.  Chairman,  I  am  not  familiar  with  the — what 
they  are  allowed  to  do  by  statute. 

Mr.  &i  Germain.  I  mean  under  Texas  law. 

Mr.  Bench.  As  I  understand  it,  they  are  quite  limited  as  to  wbst 
they  can  actually  do  with  a  physical  banking  presence  in  Texas  bat 
I  do  know  there  are  a  large  number  and  active,  rcvreaentative 
offices  of  foreign  banks  which  don't  conduct  the  formal  busineai  of 
banking. 

Mr.  St  Germain.  That  is  what  they  are  doing.  They  have  repic- 
sentative  offices  and  those  offices  cannot  accept  depositB? 

Mr.  Bench.  That  is  correct. 

Mr.  St  Germain.  And  yet  there  has  been  a  growing  preeenoe  in 
Houston,  despite  the  Texas  law  which  preclude  and  prohilrits  the 
taking  of  deposits  and  limits  them  very  severely? 

Mr.  Bench.  That  is  correct,  Mr.  Chairman. 

Mr.  St  Germain.  And  as  far  as  the  Boston  presence  is  concemsd, 
that  scene  has  not  changed  over  a  long  period  of  time.  Maasacfan- 
setts  has  also  done  its  utmost  to  try  to  attract,  but  as  I  statsd 
earlier  to  Chairman  LeMaistre,  the  foreign  banks  haven't  just  M 
as  though  there  was  anything  there  they  really  wanted  to  pi 
involved  in? 

Mr.  Bench.  No,  that  is  correct.  I  don't  know  the  reason  for  tbtf 
because  I  am  sure  if  economic  conditions  in  the  New  England  am 
warranted  there  could  be  an  incentive  for  foreign  banks  to  go  then- 
Mr.  St  Germain.  Mr.  Bench,  I  want  to  assure  you  etxHioDic 
conditions  in  New  England  are  like  the  weather  in  New  Kne^"^: 
they  change  every  24  hours.  You  know  what  our  policy  is  in  New 
England.  If  you  don't  like  the  weather,  just  wait  a  few  houis.  iW 
same  thing  applies  to  economic  conditions.  If  you  grab  it,  mv  fneol 
it  goes  from  one  extreme  to  the  other,  very  quick  atagem.  So  tlMt  I 
won't  accept  that  one,  having  been  a  resident  of  New  &i^aiid  for  at 
least  the  past  49  years  and  studying  and  following  this  very  doselT. 

Mr.  Bloom.  Mr.  Chairman,  I  guess  we  tihink  that  the  past  int 
necessarily  the  right  indicator. 

Mr.  St  Germain.  You  don't  think  the  past  is  prolog? 

Mr.  Bloom.  Not  in  this  case,  because  I  have  a  feeling  of  manj 
incipient  regional  changes  in  this  country  in  terms  of  coromeitial 
centers.  It  seems  like  the  timing  of  this  is  wrong  in  the  seaBe  of 
foreclosing  places  like  Atlanta  or  Houston,  or  Minneapolis. 

Mr.  St  Germain.  Mr.  Bloom,  on  page  4  of  your  statement  joa 
outline  the  expertise  of  the  Comptroller  s  Office  in  regulating  intv- 
national  banking.  As  a  matter  of  fact,  do  you  not  in  that  i 
make  the  case  for  Federal  regulation  of  foreign  banks? 

Mr.  Bloom.  Oh,  yes,  sir. 
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Mr.  St  Germain.  Aren't  you  saying  that  it  takes  a  large  number 

examiners  with  specieil  training  and  expertise  to  r^^late  inter- 

.tional  banks? 

Realistically  speaking,  how  many  State  supervisory  agencies  have 

e  necessai^  resources  to  do  that  job? 

Mr.  Bloom.  Sir,  I  prefer  not  to  put  it  in  terms  of  an  estimation  or 

■easment  of  what  my  colleagues  in  the  States  have,  but  we 

rtoinly  agree  with  the  thrust  of  the  bill,  that  foreign  bank 

rtacipation  in  the  United  States  should  be  subject  to  Federal 

Eunination  and  supervision. 

[  think  our  posture  in  the  rest  of  the  world  is  probably  remark- 

le  in  that  r^ard  and  I  think  that  a  lot  of  foreign  bankers 

[ribably,  when  they  are  asking  their  specialist  to  report  to  tbem 

w  to  enter  the  United  States,  must  be  surprised  when  they  get 

s  report  back,  well,  you  don't  go  to  Washington;  you  go  to  the 

lie  capital  where  you  want  to  enter;  and  we  have  no  objection 

latsoever  with  the  thrust  of  the  legislation  and  we  certainly  fieel 

at  the  existing  Federal  agencies,  the  Federal  Reserve  and  our- 

[ves,  are  fully  qualified;  and  without  casting  smy  doubts  about  the 

alifications  of  any  other  entity,  I  know  that  we  have  and  the  Fed 

B  the  capability. 

Mr.  St  Germain.  I  think  we  make  that  case  pretty  solidly  with 

lairman  LeMaistre  of  the  FDIC  who  has  just  left,  eo  we  won't  ask 

u  to  comment  any  further  in  that  area. 

[n  weighing  the  need  for  Federal  regulation  of  foreign  banks, 

oold  we  not  consider  the  feict  that  some  88  percent  of  foreign 

nk  assets  are  held  by  banks  with  operations  in  more  than  one 

ate?  Now  I  ask  you,  how  many  U.S.  banks,  and  you  were  citing 

em,  with   multi-State  operations,  are  not  subject  to  Feder^ 

nilation? 

fix.  Bloom.  How  many  U.S.  banks  are  not  subject  to  Federal 

{Illation? 

Mr.  St  Germain.  Which  multi-State  operations,  such  as  you  cited 

your  testimony,  are  not  subject  to  Federal  regulation? 

Ur.  Bloom.  I  guess  there  are  no  U.S.  banks  that  are  not  subject  to 

deral  r^ulation  somewhere. 

Ur.  St  Germain.  Who  are  conducting  multi-State  operations? 

Ur.  Bloom.  That  is  right. 

Ur.  &r  Germain.  Therefore,  shouldn't  we  consider  the  fact  that, 

B  U.S.  banks  with  loan  production  offices,  foreign  banks  tend  to 

erate  their  multi-State  offices  as  a  network? 

Ur.  Bloom.  Yes,  sir. 

Ur.  St  Germain.  Mr.  Wylie? 

Ur.  Wyue.  Mr.  Bloom,  on  page  7  of  your  testimony  you  suggested 

it  to  provide  equality  of  treatment  between  foreign  and  domestic 

oks,  deposit  insurance  should  be  mandatory  for  U.S.  bremches  of 

«ign  banks  to  the  same  extent  that  it  is  mandatory  for  State- 

ortered  banks. 

[)oe8  it  make  sense  to  treat  U.S.  branches  of  foreign  banks  in  the 

ne  manner  as  State-chartered  banks  in  light  of  the  fact  that  the 

ad  officers  of  foreign  banks  are  not  subject  to  U.S.  jurisdiction  in 

ht  of  FDIC's  statement  that  "In  the  event  of  insolvency  of  a 

eign  bank,  assets  could  be  easily  and  quickly  shifted  from  the 
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vs.  branch  and  out  of  U.S.  jurisdiction,  while  deposits  could  be 
Bhifled  to  the  U.S.  branch."? 

Mr.  Blooh.  I  think  there  is  a  shade  of  difference  between  the 
FDIC  and  ourselves  on  that.  The  FDIC  ts  naturallv  troubled  bjr 
their  lack  of  complete  control  over  the  foreign-ownecl  branch;  how- 
ever, as  I  understand  their  latest  proposal,  th^  proposed  to  moaij 
that  by  requiring  the  foreign  bank  to  poet  collateral  to  insure  not 
the  depositors  against  the  risk,  but  to  insure  the  FDIC;  in  otba- 
worda,  to  take  theplace  of  the  control  which  the  FDIC  has  over  an 
American  home  office,  and  with  that  change,  as  I  understand  it,  the 
FDIC  is  certainly  willing  to  insure  these  foreign  branches.  However, 
there  still  may  be  this  degree  of  differ^ice. 

We  think  that  the  foreign  branch  should  be  required  to  be 
insured.  If  it  is  in  a  State  where  a  State  requires  all  State  banks  to 
be  insured,  we  think  a  foreign  branch  should  also  be  required,  bat 
we  understand  the  FDIC'a  practical  difficulties  and  we  think  thst 
they  have  to  be  recognized. 

Mr.  Wylie.  I  eun  not  too  sure  that  I  understood  Vii.  LeKfaistre'i 
position  entirely,  in  that  I  don't  know  what  form  the  surety  wmdd 
take.  He  suggested  some  sort  of  a  surety  bond,  I  think,  bat  he 
wasn't  refilly  too  explicit  on  that. 

Did  you  think  he  was? 

Mr.  BuWM.  As  I  understood  him,  the  FDIC  would  like  to  have 
some  additional  leverage  over  this  foreign-owned  branch  becauN 
thev  do  not  have  juridical  jurisdiction  over  the  foreign  ORporatiaD: 
ana  the  best  way  of  doing  that  is  to  require  that  foreign-omwd 
corporation  to  poet  in  New  York  or  whatever  State  it  happens  to  be 


t  happens  ti 
could  read 


in  certain  assets  or  certain  bonds  which  the  FDIC  could  reach,  if 
necessary. 

Mr.  W YUE.  Thank  you. 

Mr.  St  Germain.  Mr.  Wylie,  if  you  have  additional  questioni. 
could  we  submit  them  to  the  Comptroller's  OfRce  in  writing  Hie 
same  will  be  done  by  other  members. 

Mr.  St  Gesuain.  I  want  to  thank  you,  Mr.  Bloom,  and  Bfr.  Beocfa, 
for  joining  him. 

Mr.  St  Germain.  The  subcommittee  will  stand  actjoumed  until 
the  call  of  the  Chtur. 

[The  statements  of  Governor  George  Bushee  and  of  Stroodt  ft 
Stroock  &  Lavan,  on  behalf  of  the  Bank  Hapoalim  B.M.,  fbllow:) 

STATEHEHT  OF  THE  HONORASI.E  CEORSB  BUSBEE 

GOVERNOR 

STATE  OP  GEORGIA 

BEFORE  THE 

SUBC<»4HITFEE  ON  FINANCIAL  IH5TITUTIOHS  SUPIRVISION. 

REGULATION  AND  INSURANCE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

U.S.  BOUSE  OF  REPRESENTATIVES 
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Mr.  Clwlr—ii.   sad  tMMbara  oC  this  SnbcOMaittM,   I  an  Gmcg* 
■■b»«j   60*«rnor  o(  fiaorgl*.      It  !■  a  |>civll*9*  to  hava  thla  op- 
dVtnnity  to  p««»ant  mg  paradnal  vlaw  aa  tha  chiaf  axaeutlva  otflear 
t  m  ■orvratga  atata  on  eartain  aapacta  of  Tha  intarnatlonal  Banking 
Bfe  Of  1977  which  hava  a  particular  calavanca  to  tha  lagltiMata 
■tOTrta  of  tha  paopl*  of  Gaorgla  and  to  tha  atficlant  and  affactiva 
■milal  lull  of  Caorgia'a  atata-chartarad  banka. 

Hhila  I  dlalika  atartlng  froB  a  nagatlva  poature,    I  nuat  oppoaa 
ba   g«iiaral  thruat  of    (fival  provlalona  of  b.B,    732S  tha  nat  affaot 
f  «talob  would  ba  to  aatabllah  a  dagraa  of  fadaral  control  ovar 
OVMlgn  bank  oparatlona  In  tha  United  Stataa  which  I  baliava  ia  both 
■■iiiaaaaij  and  contrary  to  our  national  Intaraata. 

at«r»tata  Banking  Oparationa 


Chlaf  aaong  thaaa  objactionabla  pcoviaiona  ia  that  aegnent 
C  BMifcian  5(a)    wtaich  would  prohibit  Bultl-atate  locations  of   foralgn 
Mak  branchaa  until  doaaatiCi   national  and  atate  nanber  banka  can 
r*acb  Intaratata. 

In  tha  abaanca  of  boom  ovarridlng  national  conaideration, 
Uch  I  do  net  pareaiva  hera,  I  baliava  tha  atataa  ahould  ba  abla 
o  ■tntetnra  tha  financial  aarvlcaa  within  thalc  bocdera  In  a 
laanar  thay  baliava  will  baat  aerva  their  citiiens.  In  1974, 
!ar  axaaq^la,  tha  Georgia  laglalatuce  paaaed  tha  International 
Miakinq  Agancy  Act  which  waa  aimed  at  expanding  Atlanta's  rola 
k»  an  Intarnatlonal  financial  center. 
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The  chief  sponsor  and  atrongaBt  lui^iorteE  of  thia  laglalatloa 
VQB  then-Covemor  Jimmy  Carter.   Be  took  the  lead  in  thla  Batter 
because  he  realized,  as  I  have  coon  to  realise,  that  the  praaanee 
of  foreign  banking  facilities  is  a  vary  'Important  factor  to 
foreign  investors  and  business  concern*  in  considering  wtetJMr 
or  not  to  do  business  in  a  state. 

As  oaended  at  my  request  in  1976,  the  Georgia  Act  ia  bagisalng  to 
>  desired  effect.   Our  banking  dapartment  baa  licensed  four  lab 
L  banking  agencies — one  in  1976  and  three  In  1977 — and  wa  also 
3  representative  offices  of  foreign  banks.   In  seeking  to 
broaden  Atlanta's  role  as  an  international  banking,  center,  wa  ere 
p  in  the  best  interests  of  the  people  of  Georgia  and  the 
1  as  a  whole  in  terms  of  both  narket  coopetitlon  and  tha  faci- 
litation of  the  flow  of  capital  through  our  aarket*  and  tba  aova- 
t  of  trade  into  and  out  of  our  state,  region  and  country.  Bat, 
:  provisions  of  H.R.  7325,  Georgia  could  not  invita  a  foralga 
branch  already  established  in  another  state  to  set  up  such  a 
facility  within  our  borders. 

Another  equally  objectionable  aspect  of  the  one-state 
rcatrictian  provision  ia  that  it  would  tend  to  liait  foreign  bank- 
ing activity  in  thia  country  through  branching  to  a  few  states, 
namely  New  York,  California  and  to  a  lesser  extent  Illinoia, 
which  are  our  nation's  current  international  stoney  aarket  centers. 
YOU  can  be  aaaured  that  if  this  provision  is  adopted  these  few 
states  would  retain  their  preeainent  positions  at  the  expanse 
of  nany  otbsr  states  which  may  wiah  now  or  in  the  future  to  la- 
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■a*e  tbelE  roI«s  in  international  banking  affairs.  Thiu,  whila 
I  on*-stat«  raatrlction  purport*  to  corract  an  allagad  CMipatl- 
■■  inbalanca  in  favor  of  foreign  banks,  in  raality  it  ha*  th* 
^■ntial  of  digcrlminatlng  against  th*  citliena  of  nany  stata* 

denying  to  thaa  the  econonic  ndvantag**  of  foreign  investnent. 
I  it  this  provision  passed  tomorrow,  the  disci>lnation  against 
>  peopl*  of  Osorgla  would  not  b«  theoretical  or  potential.  It 
lid  be  an  existing  fact. 

PortbarMore,  If  one  analyies  the  so-called  competitive 
tqaity  that  th*  provision  seek*  to  allainete,  it  appear*  to  be 
re  fiction  th«n  fact.  According  to  Federal  ttesarve  data, 
troxiaately  IB  foreign  banks  presently  have  branches  in  not* 
ui  one  state]  the  Majority  in  Hew  York  and  Illinoia  with 
isachuaetts,  Oregon,  Mashington,  Puerto  Rico  and  tha  Virgin 
Lainds  also  Involved  to  a  United  extent. 

Actually,  the  interstate  activity  of  these  foreign  bank 
:itie*  is  de  nlnlaus  when  compared  to  the  interetate  operations 

our  doakestlc  banking  entitles.   Donestic  banks  utilize  a  wide 
ige  of  vultl-state  bank  holding  company  bank  and  nonbank 
filiates.  Edge  Act  Coiporationa,  loan  production  offices, 
iveling  loan  and  deposir-produclng  officers  and  a  nationwide 
rrespondent  banking  network  to  far  outstrip  foreign  bank 
ipetition  in  this  area. 

Information  taken  from  1975  end  1976  Issues  of  the  American 
iker  newspaper  serves  to  plac*  in  perspective  the  interstate 
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This  data 

dealB  with  nany  aapects  of  doBeatic  bank  holding  ca^>atiy  Inter-  - 
state  activity,  including  the  nstlonirida  operation  of  nonbank 
•ubaldiarias,  Edga  Act  Corporationa  and  loan  production  otficaa 
by  13  M]ar  bank  holding  co^^nies  headquartered  in  ••v«n  stataa. 
Ibcaa  CMqianlaa  alone  have  nonbank  affiliatea  in  43  atatea  and 
opazate  approxlmataly  1,483  nonbanking  offlcea  located  outalde 
their  headquarter  states.   Thasa  offices  engage  in  a  wide  rang* 
of  bank-related  activities  such  as  factoring,  investment  Banage- 
■•nt  advice,  trust  services,  narketlng  travelers  cheeks,  consuaer 
and  sales  financing,  coviercial  lending,  nortgage  banking,  selling 
and  reinsuring  cradit-related  insurance,  leasing,  co^tuter  services 
and  providing  venture  capital  to  small  bueineBses.  These  sBBe 
bank  holding  conpanlea  alao  conduct  interstate  operations  through 
35  Edge  Act  Corporations  and  23  loan  production  offices. 

In  addition,  there  ars  ssveral  U.S.  bank  holding  companies 
with  banke  in  nore  than  one  state  under  the  grandfather 
provisions  of  the  Bank  Holding  Company  Act  Qf  195G.  Section  3td) 
of  that  Act  also  provides  for  the  acquisition  or  establishaent 
of  coonerclal  banks  by  bank  holding  companies  located  out  of  state, 
if  the  statute  of  the  state  in  which  the  bank  is  located  apacifi- 
cally  Buthorizea  such  action. 

y 

war  lean  Banker  Issues  of:     October  23  and  29, 

3V7~55cSEer~4 ,    13,    32  and  29,    19TSl   and -January   G, 
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The  point  of  all  thla  ia  wlMply   that  aoaa  larga  doMitic 
bank  holding  coiqpaniaa  ar*  ao  haavily  involvad  In  Intaratata 
bank-related  activitiaa  at  tha  praaant  tJjM  and  ara  so  far 
-out- stripping  tba  ralatlvaly  faw  foraign  bcaaoliaa  In  Intaratata 
activity  that  it  cannot  ba  arguad  rationally  titat  thay  naad 
protsetion  froa  thair  foralgn  conpatitora  at  thia  tlaa  or  for 
tha  foraeaabla  futnra. 

Finally,  lat  *a  raitarata  a  point  I  touched  on  aarliar  con- 
carnlng  the  natura  of  the  foraign  banking  bualneaa  in  tbia  country. 
In  Congreaaional  taatinony  laat  year  on  the  Foreign  Bank  Act  of 
1975.  tamer  Fadarsl  ReBarva  Board  Vice  Chalricaneeorge  «.  Nitchall 
atated  that  the  principal  reaaons  that  foreign  banka  hava  antarad 
tha  D.8.  hava  been  *to  aerviee  the  naeda  of  multi-national  oorpor- 
ationa  (both  U.S.  and  foraign  baaed]  which  tend  to  ba  riiitnwara 
of  theaa  bank*  and  to  acconaodate  home  country  cnatcBara  who  do 
buaineaa  in  tha  Onitad  Stataa.  .  Garvieing  thaae  cuatcaara  ia 
likaly  to  raauiin  tha  primary  bnalnaaa  of  foraign  banka  operating 

2/ 
in  the  United  Stataa.*    In  other  worda,  foraign  bank  branei>aa 

aa  a  idiole  pursue  and  will  continue  to  pnraua  prijwrily  «  vbela- 
aala  banking  buainaas  In  our  financial  centare.  Thay  do  not 
'  ■■  a  general  rule  compete  to  any  great  extant  with  our  dnaaatle 
banka  in  local'ratail  puurketa. 

i/ 

>   naarlnga  before  the  Subcomlttae  on  Financial  InatltntiMia  of 
the  CcnnltteB  on  Banking,  Houilng  and  Urban  Xtfairai  U.S. 
Suiata,  on  6.  958.   Tha  Foraign  Bank  Act  of  1973,  p.  163. 
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For  «xAmplei  «genci«s  of  the  typ«  wa  hava  lo  Georgia  don't 
«ven  take  domestic  depoalta,  but  I  vant  the  option  of  Inviting 
foreign  branches  Into  Georgia  if  I  feel  at  soaw  tia*  in  tiM 
future  that  it  would  serve  the  best  Interest  of  our  oitisMoa. 

For  all  of  the  above-cited  reasana,  I  consider  tba  aD*-*tat« 
restriction  contained  in  Section  5  to  be  tuuieoeaB«ry  and  oOBtraiy 
to  the  interests  of  the  vast  Majority  of  the  cltiieos  e.f  thia 
country.   I  urge  the  Subconnittee  to  reject  this  provIaltMl  of  tba 
bill. 

rederal  Reaorve  Veto  Power 

I  must  also  express  strong  opposition  to  those  proviaio&a  la  . 
Section  7Ie)  of  H.R.  7325  vhich  require  Federel  Keserra  Board  ap- 
proval of  the  eatabliahment  of  any  foreign  bank  branch,  agaaMj  or 
commercial  lending  conpany  purauant  to  state  lav.  What  ia  the  lasta 
for  subjecting  state  banking  departnents  to  Federal  Kaaaxra  vate 
power  over  the  establishment  .of  new  entities? 

In  Its  'Proposed  Amendments  To  The  International  »"fci-j  Act 
Of  1977,*  the  Board  seesa  to  suggast  that  Such  ovexalght  Is  neoa^ 
•ary  'to  ensure  that  foreign  policy  Issues  sze  considered  wbea  ^ 
propriate.'  I  would  like  to  know  when  they  have  not  beMi  ao  coa- 
aidered  by  the  appropriate  state  authorities.  I  know  that  the 
Administration  of  the  State  of  Georgia  and  the  Gaorgla  Dapartaiat 
of  Banking  and  Finance  are  just  as  concerned  with  tha  wall  baiag 
of  the  United  States  as  are  the  federal  bank  regulatory  officials 
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MBd  I   an  sure  that  this  ia  •qually  true  of  the  otbar  ctatM. 
In  Oaocgis,  wa  want  to  coopsrate  fully  with  the  appropriate 
fadoxal  officiala  on  the  foreign  policy  l^>licatioaB  of 
nw  •ntriaa.   It  ia  iutereatlng  to  note  that  the  Federal 
Reaarve  Bank  of  Atlanta  periodically  aaka  our  banking  d«- 
p«rt»*nt  for  reporta  on  the  eonditlon  of  tboae  foreign  facll- 
l-tias  operating  in  Atlanta — they  did  ao  about  two  weeka  ago — and 
OUK  departnent  cooperatea  with  thea  fully. 

The  banking' departmenta  of  Mew  York  and  California,  which  cur- 
rantly  regulate  approxlautely  95*  of  foreign  banking  asaeta  in  tbia 
country,  have  traditionally  eonaulted  with  State  DapartBont  peraon- 
nal  to  aaaure'  that  the  Intereats  of  the  United  Gtatea  are  protected 
In  connection  with  new  entriea.  And  I  «■  auce  that  all  atate  banking 
dapartaientB  involved  in  the  aupecvision  of  foreign  banking  facili- 
fclea  will  wlah  to  partlolpata  to  the  fulleet  In  conaultative  proee- 
duraa  with  appropriate  federal  otficlala  in  connection  with  re- 
qu*ata  for  operating  povare  by  foreign  banka. 

In  other  worde,  I  b>  not  aware  of  evidence'  that  atate  banking 
departaaota  have  not  axarciaad  prudence  In  chartering  foreign 
banka  or  'licanaing  their  branchea,  agenciea  and  conaercial  lending 
cotapaniee.  And  I  think  the  Federal  Keaerve  Board  haa  a  considerable 
burden  of  proof  here  to  sake  auch  a  ehowlng  and  to  denonatrate  that 
our  national  intareata  end/or  aonetery  goals  heve  been  undemined 
before  thay  are  handed  thla  sweeping  authority  over  state  banking 
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ExpandaJ  H^qulatorv  Authority  for  Federal  Tro 

It  1b  a  sweeping,  all  pacvasive  authority  that  th«  Fad 
■aaks  because  Section  7  (a)  Must  be  read  in  conjunction  with  ftTtlwi 
7  Subsections  (c)  and  <d}  of  H.R.  7325  irttlch  would  autbocii*  the 
Board  to  impose  the  sbmb  regulatory,  repoctin^  and  •xaBiaatioa  ra- 
qulrenents  on  •tata-chartered  foreign  bank  tactlitias  ea  ara  I ^i mail 
on  nember  banks.  Again,  I  oust  ask  why.  Tha  atataa  bava  baaa  ra- 
gulatlng  and  supervising  foreign  banking  oparatians  in  thia  epunUy 
virtually  without  a  federal  preeence  for  about  ona  hvodcad  raars. 
and  I  know  of  no  avldance  that  thla  regulation  ha e  provad  inadaqatts. 
that  foreign  banking  entities  are  guilty  of  unsafe  or  oaaoand 
practices  or  that  our  national  interasts  have  baan  contxavanad  la 

I  leallie  that  tha  nuabar  of  foreign  banlcing  faeilltlaa  in  thla 
country  have  increased  in  recent  years  tut,  aa  I  auggaafead  aarllar, 
this  ia  healthy.   It  stinulates  competition,  providaa  Tlnifeiil 
opportunltiea,  stimulates  domestic  production  through  tha  flaanciag 
of  foreign  trade  and  is  extreaely  Important  Croa  the  raelpnieity 
standpoint  to  the  growing  presence  of  0.8.  banks  abroad.   nta  rtf- 
eral  Resarve's  own  data  Indicates  that  as  of  April  1177,  tha  asaata 
of  U.S.  banking  officaa  abroad  totalled  aa(M  $133    billion  which  t^ 
nearly  3   1/2  times  greater  than  tha  S(6  billion  of  aaaata  of  for- 
eign banking  offices  operating  in  this  country. 

Onca  again,  I   believe  a  burden  of  proof  axiata  to  show  that  tha 
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praawit  aystoi  In  lacking  bvfora  yon  adopt  timwm  Bwaaptag  faOaral 
controls —  oontzola  that  ara  duplioatory  1a  aany  algniflcant  r«ap*cta 
•nd  could  l*Md  to  Many  convvratona  to  fadwral  ebartara.     Why 
ratals  a  atata  ohartar  iitiaii  thay  vonld  ba  rognlatad  by  «  fadaral 
agancy  anyaay.     By  oonvactiog,   tbay  oould  cvold  oa*  layar  of 
dnpllcatory  aupwrvialon'-that  lapoaad  by  •  atato. 

I  ballava  fonaar  ndaral  taaarvo  Vic*  Cbai^raan  Mltchall  put 

tba  preaant  sltoatlon  vla-a-via  fozalgn  bank  ragulatlon  In  prop«E 

peEapeetiva  during  Congrasaloiial  teatlJMny  laat  yoar.     B«  Midi 

'Thare  la  nothing  to  Indicata  tbat  foreign  banka  are   'abusing* 

tbair  powaEa  In  tba  aanaa  that  thay  ara  ualnq  tba  opportunltlaa 

ivallabla  to  th^  under  tba  praaant  ayaton  to  angaga  In  any 

lapropar  or  unaound  banking  practlcaa.     On  tba  contrary.   It  has 

baan  tha  axparlanca  of  tha  Board  that  foralgn  banks  oparstlng  In 

tba  Dnitsd  Gtatss  bava  serupaloualy  coapllad  with  axlatlng  0.9. 

laws  and  ragulatlons  and  hav*  baan  9«nsrally  oooparatlva  In 

1/ 
thalr  daallnga  wltb  tha  Board.' 


3/ 
Haarlngs  bafor*  tba  Bubooanittaa  on  Financial  Instltutlenil 
of  tha  co^attaa  on  Banking,   Boualng  and  Urban  Affairs, 
D.    B.    Sanata  on  S.    958,   Tba  Foralgn  Bank  Aot  of  19TS,  p.   16* 
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B«««rv  8»ttiaq  Authority 

Section  T(b)  of  K.K.  732S  would  inposa  Federal  Beswcva  reaair*- 
■atting  authoElty  on  tha  ■tata-chaEterad  branches,  agenci*s  and 
cwnarcial  lending  coMpaniea  of  focaign  banks  with  total  ■OEldidda 
consolidatsd  bank  aaaets  of  $1  billion  or  sore.  As  the  Govvraor 
of  a  state  that  !■  trying  to  encourage  foreign  inveBtnent.  my 
prlaary  objection  to  7<aJ  is  that  it  diacrininateB  against  these 
foreign  banking  institutions  In  a  way  that  would  aotivate  cstalia- 
tlon  which  would  violate  the  best  interesta  of  the  people  at 
Georgia  and  the  other  states  where  such  facilities  are  located.' 
Reserve  affiliation  with  the  Fed  is  optional  for  donestic  atate- 
chaiteced  banks,  regardless  of  size,  and  until  such  time  aa  this 
policy  is  changed,  if  it  ever  is,  like  treatment  should  be  afforded 
foreign  banks.   Furtharmoce,  It  is  my  understanding  that  there 
Is  doubt  as  to  whether  re serve -setting  authority  is  even  needed 
by  the  Fed  for  its  monetary  policy  purposes. 

There  is  another  broader  issue  involved  here 
which  deserves  nention.   Mr.  Chalraan,  In  his  conwini cat ions  to 
you'  of  Kav  35,  Chsiman  Burns  atsted  that  one  of  the  two  basic 
purposes  of  the  Board  in  recommending  legislation  to  regulate 
foreign  benks  is  to  provide  'for  a  coaprehensive  Federal  presence 
in  the  regulstlon  and  supervision  of  foreign  bank  operations... 
In  this  country...*   I  have  no  objection  to  the  stated  goal  Mr. 
Chairman.   I  fully  support  Section  2   of  B.R.  7325  which  provides  fori 
federal  chartering  option  and  the  attendant  regulation  and  super- 
vision for  foreign  bank  facilities  in  this  country,   i  think  that 
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ta  mppiopti^tm   that  tlia  niC  dom  inBnr«a  tba  tapoaita  of 
ftgtt   •ubaidlariaa.   I  fully  auppoct  eonsultatlon  by  Um 
kt*  tankiitg  dapazt>ant*  with  tha  Stat*  Dapartaent,  Traaaury 
,iai  1  iiHl  and  Padaral.  Raa«rva  on  the  broad  national  and 
Mnutlonal  iaplicationa  of  foralgn  bank  antry  and  oparationa 
cbla  tbair  boxdera.  Thla,  I  luggeit,  conitltutaa  'a  coa- 
RbanaiTe  Fadaral  praaanca.' 

Od  tlw  othac  hand,  whan  you  conaidac  the  above-Dent ionad 
wlalona  of  Sectiona  5  and  7  as  a  whole,  B.R.  7315  goes  far  beyond 
3h  •  i^aaanca  to  provld*  for  a  measure  of  federal  control  of 
tAlgn  bank  oparatlon*  that  would  virtually  obviate — except  tor 
nor  oaretaking  raapoD*ibllitl«a~tlie  lagitlsate  rolea  of  tha 
•t*a.   In  tha  abaanc*  of  any  showing  that  the  states  are  not  doing 

Adequate  job  in  thla  area,  I  believe  said  atetas  ahould  continue 

have  tba  right  to  structure  the  financial  organliBtlons  within 
sir  borders  in  a  Banner  which  thay  believe  best  serves  the  naeda 

their  residents. 

It  is  ay  frank  opinion  after  reviewing  n.B.  7335  that  tha 
ly  provision  that  ia  valid  and  needed  at  this  tl>e  Is  that 
svtdlng  for  the  faderal  chartering  option. 
Tbank  you  Mr.  Chairsan. 
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StatAKWtt  of  Sttoock  b  StEOock  >  Lavwi 
en  behalf  of  Bank  H«poallw  B.M. 

He  are  United  Stdte*  counsel  to  Bank  Bapoalla  B.H., 
Tal  Aviv,    laraal   (the  'Bank'),  a  banking  corpocation  organlted 
undet   the  lawa  of  the  State  of  Israel.      To  that  capacityi  ve 
appreciate  this  opportunity  to  submit  the  Bank's  views  on  H.  k> 
7325(    the  proposed  International  Banking  Act  of  1977,    to  tb« 
Subcomnittee  on  Financial   Institutions  Supervision,  Regulation 
and   Insurance   of   the   Committee   on   Banking,    Finance   and   Urban 
Affairs  of  the  House  of  Representatives. 

The  bill  raises  a  variety  of  najor  issues  concerning 
foreign  bank  regulation,  aany  of  which  lead   to  serious  dcubt  at 
to  wisdoB  of  the  regulatory  scheee  proposed.     In  this  state- 
■ant,  hovever,  we  focus  our  specific  consents  on  Section  S, 
which   supplants  presently  existing   state   legislation    in    the 
area  of  foreign  bank  branching  by  effectively  prohibiting  in- 
terstate branching  by   foreign  banks.      We   believe   that   the   ques- 
tion of  regulation  concerning  fcrsign  bank  branching   is  heat 
left  to  the  several  states  because   it  is  an  area  in  which  th» 
state  interest  is  superior   to   the  federal  one. 

Congress  has  always  been  concerned  with  preventing 
the  development  of  a  highly  concentrated  national  banking  sys- 
ten.     It  has  traditionally  sought  to  preserve  the  dual 
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(ftderal-scate)  banking  syaten  which  provides  domeacic 
uith  Che  choice  of  atate  ot  federal  chatut  and  tights. 
HcFtdden  Act  and  other   federal  atstutes  vec«   intended   i 


tbi 


I  dual  banking  systen  by  accoaodatlng  i 


Iking  policy  towaida 


:oachaent  by   ouC-oC-8t«te  do- 


lescic  banka.      IntetaCate 
ttdttal   law   foe   national 


banking   is  expressly  prohibited   under 
>ankE,    12  C.S.C.    S3G,   and   for   state 


binki  which  are  nenbers  of   the   Federal   Reserve  System,    12 
°-S.e.  53;i.     Vet  pursuant  to  this  sane  regulatory  structure, 
'li«  basic  authority  for  national  banks  and  state  Member  banks 
CSMCabliah  a  new  branch  within  a  state  depends  upon  the  per- 
>t8aive   right  declared   by   the   atate   law  of   the   atate    in   whli:h   a 
fcint;   is   located. 

Of  equal   iaportance,   the  McFadden  Act  laavea  to  tb* 
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ederal  Reserve  System,  and  therefore  this  right  is  a  potent 
n«  which  should  not  be  lightly  dlamiaaed.  The  WcFadden  Act 
eBtrictlons  were  principally  designed  to  give  each  state  the 
ight  to  determine  whether    It  wishes  to  permit  an  out-of-state 


:  and  no^  to  prohibit  aultiati 


ions  per   ae.      Although  mulCJ 


I   banking   operati 
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yet  davtlopttd.  prsamably  if  and  when  It  bmcom»»  beneficial, 
atatea  aay  affactivaly  pcnlt  dovaatlc  banks  to  engage  in 
■ultiatate  operations. 

CongreBs  has  also  recognised  the  predoninance  of  the 
state  intecest  in  the  pcovlalona  of  the  Bank  Boldlng  Coapany 
Act.  12  D.S.C.  S1841  et  seg.  Pursuant  to  Section  3[d)  theEt- 
o(.  the  several  states  are  authorized  to  foraulate  their  oun 
policies  legarding  the  acquisition  of  In-state  banks  by  out-of- 
state  holding  conpanies.  The  option  Is  expressly  left  open  to 
any  state  to  invite  a  holding  company  froa  another  state  to  ac- 
quire a  bank  vithin  its  bordsrs.      12  n.S.C.   Sie42[d). 

Concern   for   legltinate  State   interests  supports  ex- 
isting  arrangeaents.      Several   states  have'chosen  by  posltlvs 
legislation    to   encourage   the  multlstate   posalbilltleH    for 
foreign  banks  by  allowin9   foreign  banks   to  operate  within  their 
borders.     Thsse  states  have  deliberately  chosen   to  exercise  tbe 
option   they  possess  to  allow  foreign  bank  branching  and   have 
deliberately  chosen  not  to  exercise   their  option  to  allow  do- 
mestic banks   from  other   states  to  operate  within   their   borders. 
Xf  a  state  believes   it  to  be  consistent  with   Its   interests   (as 
several  clearly  do)    to   invite   foreign  banks  to  operate  branches 
or   agencies  within   its  bordersi   tha   federal  governaent  should 
not  preeapt   state  policy  when  no  signs  of  abuse  or  of  pre- 
eminent  federal    interest  have  been  shown.   A  state   should   have 
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Eh*  authority,   u  cftcognlMd  in  9tlMr   federal  baaklng  Icqisla- 
tlen,    to  atrnctora  tha   financial   Inatitntlons  within  Ita 
bot4«ca  In  a  ■annar  tdiich  It  ballavas  bast  aarvaa  tba  naads  and 
Intataats  oC  Its  [•■Idents.      In  the  abarnce  of  soa«  coapalllng 
national   Interaat  the   fadaral  qovainaant,   conslstant  with  tha 
piinclplas  of  the  McFadden  Act,   ahould  not  preaapt  atate 
atatutea  and   raqnlatlona  In  this  acea. 

The  paaaaqe  of  B.R.    731S  would  contraven*  establiahed 
policy  of  nuaaroua  atatas   (Alaaka.   Callforntai   Florida, 
Geccqia,   Bawaii,   Illlnola,   Waaaachuaatta,   Haw  York,   Oragon  and 
WaaUjiafcBn)    in  welcoalng   and    adaltting    foreign   banks  although 
they  have  opacationa   in  otbac   atataa.      The  pieaence  of  foreign 
banking   opecations  within  a  atate   increaaee  both  dcaastlc  and 
international   ttade,   encourages  exports  of  the  products  of 
local   industty  and  pra«otas  international   ties  of  understanding 
and    friendship.     By  adaltting   foreign  banking   in  on*   form  or 
another    [e.g.   branchee,   agencies),   each  of   the  above  r.aaed 
states  has  choaan   to  proaote  conpetition  and   th«  expansion  of 
financial   services  to  encourage  ita  growth  aa  a  noney  aarket, 
as  »  source  of  jobs,    incone,   and   tax   revenues  and   to  encourage 
the   foreign  growth  and  profitability  of  local  enterpriaas. 
Host   iMportantly,   each  has  aought  by  deliberate  planning   to 
attract  foreign  banks   to  an  aspiring   financial  center  city, 
planning  which  would  be  sharply  curtailed  by  H.R.    7325. 
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TO  rcatcict  a  foreign  bank  to  opoistions  in  on*  «Uti 
would  likclr  result  in  Cocoign  banks  cbooaing  Mow  Xock  at  their 
•Ingle   'boae  atata*   of  oparationa  in  the   locaaeaabla   future,    i 
substantial  portion  of  tbo  curcent  financing  of   laipoct  and  ex- 
port tcansactions  already  takes  place   in  Hew  York  and   interna- 
tional custOBora  may  often  prefer   to  wake  and  receive  paywent 
In  Hew  York.      For   these  r««BOns>  Aost  foreign  bank*  would  be 
nn«ble  to  eatablish  thessalves  elsewhere  and,    therefore,   the 
passage  of  H.R.    7325  would    lapede   the  opportunities  of  all 
othar   states  which  seek  to  becone  financial   and   trading 
canters.     The  coabination  of  the  proposed   restrictive  leglala- 
tion  and  aarket  place  realities  aay  deternine   that  Hew  York 
alone  would  glean   tbe   sdvantegaa   accruing    to  a   state  with  a 
foreign  banking  presence  and  efforts  by  other  states  would  ef- 
fectively be   restricted.     Such  a  result  raises  the  basic  ques- 
tion of  the  extent  to  which  it   is  appropriate   for   legislation 
to  disturb  narket  place  detcralnatlons  of  the  location  of 
foreign  banks  within  the  United  States. 

In  addition.  llMiting  the  possibility  of  developaent 
of  such  financial  canters  nay  work  to  tbe  disadvantage  of  the 
international  position  of  D.S.  banking  and  eoinaerca  generally. 
Federally  restricting  a  state's  ability  to  invite  out-of-state 
foreign  banking  operations  into   Its  borders  say  bara  both   the 
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L«9ltlB«t*   intvrftsts  at  tha  variovs  stataa  and   tha  oppoitu- 
litlas   fOE  D.S.   banks  to  oparata  thcoughout  tha  gaographic 
MCdaca  of  othar  conntriaa  without  sarvlnq   any  coapalllng   na- 
:lonal   Intaratt. 

It,  opon  daa  considaratlon.   this  aubcoaaittee   should 
rajtct  tha  concept  that  foraign  banking   ragulation  should  ba 
Laft  to  the  statas,  va   strongly  urga  aodlEicatlon  of  Saction  !■ 
SubMctlon   <b),   which  paiaanantly  'grand fa that a'   btanchtta  of 
'ocdgn  banka  aatabllahad  or  approved  before  Hay  Ir    197G,   but 
Pcovidea  no  axeaptlva  protection  for   foreign  banking  opersClons 
vsublishad  outsld*  a  bank's  'hens  state*   aftar   that  data  but 
PiiOE  to  tha  introduction  of  tha  proposed  legislation  on  May 
33,  1977. 

Th*  "gcandfather*  date  of  Hay  1.    197G   should  be 
Mbandenad   in  favor  of  a  note  equitable  provision,   which  night 
^  either   the  date  of  paasage  of  the  legialatlon  by   tha 
^ogEaaa  ot  tha  data  of  Its  reporting  out  of  yout  ConBlttee. 
\m  we  undeiatand   it,   the  choice  by  the  sponsors  of  the  bill  of 
I  data  of  KOES  than  a  year  prior   to   its   introduction  did   not 
■ten  froa  equitable  considatatlons,   but  resulted  netaly  from 
:ba  ratantion  of  tha  tatna  of  the   legislation   introduced   in  the 
ast  CongtasD  which  was  not  enacted   into   law.     No  principle   la 
it   stake  as  fat  as  the  May  1,    197E  date  is  concatnedi   and   Its 
•eantion   ceaulta   in  conaideiable   hardahlp   for    the   Dank. 
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Bank  Hapoalin  B.N.    is  the  second  lacgeat  bank  in 
Isiael    in   tecme   of   total   assats   and  deposits,    with   270   bcancti** 
in   Israel   and   offices   in   a   vaiiecy  of  cities   thtoughout   ttic 
wocld.      The   Bank   is   controlled   by   Hsvrat   Ovdim,   the   econoaic 
acn  of  the  Bistadcut,  which  is   the  general   federation  of  labor 
in  Israel.      In  tbe  last  few  years  the  Bank  has  sought  to  ser- 
vice U.S. -Israeli   tcade  by  establishing  branches  in  the  United 
States.      The   Bank  opened    its   first  branch   In   the   United   States 
in   Hovembec,    1974   when   its   Rockefeller   Center   Branch   in  Rew 
York   City   comioenced   operations.    In  addition.    In  hprll,    1977,    It 
opened  a  second  branch  in  the  City  of  New  lork  located   in  tbe 
Borough  of   Queens.      An   agency  of   the   Bank  was  opened    in  Lo* 
Angeles,   California   early   this   year,   but   it  does  not   have  poiier 
to   accept  deposits   fron   the   general   public   in  confocaity  with 
California   law. 

In  the  last  year,   the  Bank  has  invested  considerable 
effort   and   expense   to   expand    its  operations   into   two  other 
major  metropolitan  areas.     Licenses  ware  recently  granted  to 
the   Bank    to  operate   branches   in  Chicago,    Illinois   and   Boston, 
Massachusetts;    these  licenses  were  granted  prior  to  th«  InttO' 
duction  of  El.R.    7325.      In  addition  to  the  expenditures  incuritd 
by   Che   Bank   in   insuring   strict  compliance   with   the   applicatioa 
procedures   required   by   the    Illinois  CoRNisaioner   Of   Banks  acd 
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Trust  Conpanles  and   the  Hasaacbusetts  Board  of  Bank  Incorpora- 
tion,   Che   Bank   is   incurring   major   expenses   in   selecting   and 
preparing   appropriate   branch   locations   in  downtown   Boston   and 
Chicago.   The  Bank's  cotnnltiGents  to  open  branches  in  Boston  and 
Chicago   were  made   at   a   tiMe  when   there   was  no   indication   that 
the   maintenance  of   such  branches  night   tatroactlvely  be  de- 
clared   illegal   and    that   the  considerable   sums  expended    in   con- 
nection  with   these   branches  night  not  be   recouped.      Such   com- 
nitaents  were  totally  proper  when  made  and  wera  even  encouraged 
by  the   states   involved   as  part   oC   their  declared   policies   to 
stinulate  the  growth  of  their  financial  centers  as  areas  of  In- 
ternational activity. 

The   Bank's   business   is   generated    in   large   part  by 
Israeli   conpanies  operating    in   the   Qnited   States^,    private   in- 
dividuals having  business  contacts  with  Israel   and  ftnerican 
corporations   trading   with   Israeli   firms.      The   volume   of 
Israel's  trade  with  the  United  States  has  grown  substantially 
in  recent  years  and   a  major   portion   of   Israel's   Imports  are  de- 
rived from  the  United  States.     The  Bank  has  played  a  signlfi- 
csn(  rale   in   facilitating    this   trade  and   the   new  United   States 
btariches  will  enhance  the  Bank's  capabilities  to  finance  U.S.- 
Isiaeii  trade.     It  should  also  be  borne  in  nind   that  in  many 
>3pects  the  Bank's  American  operations  are  unlguei   and  provide 
^'ttle  competition   to  domestic   banks   and   savings   institutions. 
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[Whereupon,  at  2:55  p.m.  the  flid>conunittee  was  a4iourned,  to 
reconvene  subject  to  the  call  of  the  Chair.] 

Tb«  puEpos*  of  a  Qtandfatbei   pioviaion   In   l«qisl«tion 
is  to  protact   tha  entarpcisas  of  tbo*a  wbo  actad   in  raliance 
upon  existing  law.     To  ua*  a  pratactiva  gcandfatlMi  data  lAicb 
would  ba  Boia   tban  a  yaat   in  a^vanca  of  avan  the   intcoduction 
of  tha  legislation  Into   tha  95jth  Congtasa,   solely  b«cause   that 
waa  the  date  utilised   In  proposed   legislation  which  failed  to 
pass  an  eacliec  Congtassr   ii  /aibltcsEy  and  will  pcov*   to  be  on* 
fait.      If   tha  Congcass  wishes  to  establish  tha  principle  that 
henceCOEth  Coieign  banks  abould  be   United   to  branches  in  one 
state,   that  objective  can  still   b«  net  by  setting   a  aore  tec«Dt 
date  as  the  cut-off  for   'grandfather*   rightst   at  the   saae  tlae 
such  date  would  provide   full   protection  fOE   inveatnents  nade  in 
Eeliance  on  existing   law. 

Me  hope  the   foregoing  views  will  be  helpful   tc   the 
Subcownlttee. 

Respectfully  subnltted, 

STKOOCK    t    STROOCK    t    LAVAH 
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K tat Ion 

Am«:     Mr.  *.  J.  ItarrH 
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holding  Che  prlnclpla 
a  state*.  Neveithclaa 
loni  which  Hill   lud   t 


incipU  with  cartalo  aodlllcadoDa." 
What  do  you   »■  ■*  tha  probllH  io 

■  t  hava  ralaad  Iha  tpaclat  of  ictalli 
iraaoont  bankara  abroad  aa  a  Juatiflc 
osa  of   tb*  laiialatloo. 
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■  rd  I.  O'Brien.  Pr»tcl«i 


Ing  Heuae  and  the  ( 


■J 


1  coniidei  this  Ihr.»i  and  could  ymi  sl»  ■■ 
rd  of  the  ciclenl  ot  C.S.  JnvestaeDt  banktV 
of  aeeiurlTis  the  pocentlil  foe  retaliatloal 


■  nuBber  of  HitiieisEa  are  advocstlng   that  the 
Dt   foreltD  baok*  ba   peiuanenlly   (rwidlatlwcrd.     If 
□  be  accepted.   It  would  be  nf-cessary   that  ilic  Caa- 
oot  the  regulatotj  franiEWitk  uould  be  adequate  la 
and  banking  business  of  foreign  baoka  would  be 


that  fcaaewcirk  as  presantly  conatltuied  adequateT 
.gestlona  would  you  have  foi  inprovlng  It  Id  lataa  d 

<n  the  Treasury,  DeparUent  of  State,  Nev  Tort  Qen 
iference  of  Stala  Baok  Supervlsota,   and  ask  yoo  10 
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Securities  industry  association 


SubcanlCCe^  on  Flnincl«l  lutloitlou  Sivurlilsa, 

ReKuUclon  tod  Inaurincn 
BooiB  Conltuc  oa  Banking,  Flauu  and  Drbu  AHilri 


B  B.I.   I3U,  tbm 


Second,  ««  lMll«T*  Uwt  th*  Meoter  31,   1483  cutoff  (taCe  by  iriilcb 
IIM  prohLMtad  nonbanlilng  accIvicLet  mist  be  Cecnioaced  staaiild  be  idBqiUtB 
to  pranac  aay  adverse  dlarupclan.     Hone  the  less,  we  are  not  umlndful  of 
the  precedence  for  pernanentlj  "grandfathering"  ocherulae  li^emiBSlble 
■ctiTltlea.      If  CM  SubcoB"ltta«  iiaaberg  leal  this  approach  ia  Bure  eijul- 
cabla  as  it  relate*  to  the  Keatnnc  of  gecurlclaa  affllLaUi  of  foreign 
banki,  even  tbaugh  it  4oe5  erode  Co  i  lioilted  'eitent  0»  ptinclpla  «[ 
■apatation  of  banking  and  nonbanklng  acclvlciea,   Che  SU  mbM  tot  objacc. 

Bowever,  certain  other  lloiUClaas  nhould  be  conildered  If  ttw  foreign 
affiliates  are  permanencly  grandfathered  Ln  ocder  to  inlure  ChtC  CbMS 
effilistaa  do  not  unfairly  ut  llie  their  advantaged  position.      In  the  case 
of  U.S.   broker- dealera  vbleh  Art  wholly  owned  by  foreign  Initltutiona 
Mich  U.S.   comcFciil  banking  intereita     one  possible  approach  vould  be 
to  llBit  further  tnjectlant  of  capital  froa  the  foreign  pareoti  other  than 
to  Tcplenlah  capital  loiaei  of  U.S     aubaldixElaa.     Another  restriction 
■lahc  require  Chat  Any  'CiptBaloD  of  cha  capital  of  theie  broker- dealeFi 
ahould  COB*  frca  doneitlc  sources     focalgn  ■oareas  vltbiHC  D.l.  banting 
iBtataaCs,  or  froai  retained  aamtnga. 
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la  cha  eiH  of  brekar-daalcr*  parclallj  omtd  by  fonlcn  laatltntlsiw 
■ich  u  s.   iHnklag  IntcrsHci,  lb*  pareadUt*  of  capital  coatctlmcad  by 

foreign  iniclcutioru  ■hould  not  lnciaaaa.     rnrtbar  Injactiooa  of  capital 
vould  b«  allowd  frcn  foralp  bank*,  bat  0BI7  laidor  tb*  eondltlsa  that 

capluil  contrlbuttOD  fc"  doaoaele  ■onrcao  Iscnaaad  at  Ch*  t^m  or  a 

tagardlaaa  o(  abac  la  dona  alth  raapaec  Co  grandfittxirlDg,  "a  ballon 
IC  U  naeaaiary  to  deflna  alth  gceatar  pcaciBioD  the  ■ecurltlai  actlTltlaa 
tn  ■Ueli  V.a.  aa  veil  »  foralgn  banks  nay  aagaga      Aa  ma  autad  La  oui 
teBClBDii)    w  do  not  cbluk  chit  tbe  reference  Co  pitagTipb  seven  of  Che 
Kevlaed  Scacucea  of  che  Unlced  Scaces  la  sufflcleacly  clear.    Tbe  baalc 
public  policy  behind  Che  Glagt-SCeigall  AcC,  it  Mil  at  Cba  Cm  Back  Boldlai 
Coapmaj  Acci     ii  Co  aepaciu  banking  tim  oCbet  fleldi  of  cc^rce       In 
ordar  Co  be  coniiatenc  wlch  chat  polLcj,   ic  should  be  clearly  icaced  that 
iorilgn  hanka  -can  -conduc    only  chaae  tecurlcles  acciviclei  (poclflcally 
ptralcted  under  tbe  ClaiB-SCeagatl  Ace,      <Soe  AtCactnent  A) 

Heraovar,  m  do  not  believe  cliac  Che  provision  Incended  to  poislt 
toralsn  baoka  to  parcldpace  Lb  U.5.   corporsce  undemlclnga  for  Oh  pur- 
poaa  of  raail*  Co  cuaccoers  oucalde  cbe  Unlced  Scacei  la  nfecctlary      it 
i»  our  uodaracandlng  chac  when  affiliated  broker- dealer a  are  Involved 
In  aoeb  an  underwrlclng,    Cbe  accuat  purchase  and  reaile  sre  conduccnd 
thxouab  the  fatelgn  pareot  banka  In  their  FBapecclVB  conacilaa. 

1-     "Hon  serloualy  do  you  conildet  tbl*  throat  {of  recaUaCion) 
and  could  you  give  ua  aooc  Lndicacion  ior  the  record  of  the 
eiCent  at  U.S.    Lnveacaenc  banking  operscioni  ebrotii  aa  a 
nitnt  of  BBaaurlng  cha  pocentLil  ior  recalLiCLon?" 

Tba  SU  La  amn  of  no  facts  which  lead  lu  Co  believe  that  th*  throat 
"        Ha  drt  noC  AiMtt  of  any  overC  or  covarc  pledgea 
La  enacCed.     In  face,   it  la  difficult  Co  accrlbuce 
K  cFodaace  to  auch  an  argUBcnC  uben  the  legielatioo  nerely  will  rsqulre 
BlgB  bank!  to  conduct  chair  acclvlcles  oa  Cbe  eaae  heals  aa  dtKistU 
U.      That  lequliement.  It  leeoa  to  us.  can  hardly  be  callad  dLacrlBLuBtory. 

In  terai  of  tba  extant  Co  vhlch  U.S.   flna  are  lavolvad  La  undomlt- 
a  abroad,  1  am  aubnltclng  Cables  froo  tba  1476  and  1977  InJticuiloiial 
Mtor  aaiaalaa'a  Aaoual  rLnaaclna  DLrecColy,   lataToaciotkal  Edition. 


gtiail fathered.  "(la)  ch*  ngulacory  fi  aaaamt  ailaiinai  a 
.  banking  buBlneas  of  foraLpi 
ra'a  length?" 
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C  farai|B  daallnci.  Ib  this  r«|krd  tb*  Fcdaiat  latatv*  iMTd, 
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d  to  dnalat  an  af  fKtlTm  aotf  tsKlaa  tj»tim  to  Ibmm  U>t  Oua 
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Propoaed  Changet   tn  SeeClon  Bte) 


"United  States  only  to  the  extent  aneciflcallv  111 fhnrl Bill  foe  oat 
by  paragraph  Seventh  of  SsctLon  5136  of  Ch«  Bavtaad  Stat- 
utes of  the  United  States    (IZ  U.S.C.   Z4>    jaod,    In  addltloa. 
may  continue  to  engage  in  the  United  States  la  the  buatnwa  of 
underwriting  and  distributing  securtEies  to  the  estenc  oacaaaair 
to  participate  in  cuatomaTy  and  usual  syndicate  actlTlCtaS  In 
the  United  States  by  the  tnanaging  undervrlteri  or  othat 
undervriteiB  on  behalf  of  all  ayndtcate  a^baia  la  coa- 
nectiOQ  with  undervritlnga  of  such  secuilties  ao  Ima  as 
the  Individual  setliog  and  dlstrlbutlOD  acclvltle*  of  aay  anch 
foreign  bank  or  company   (whether  direct  or  indirect  throogh 
sn  affiliate)   in  connection  vith  any  such  uodervrltiog  are 
confined  to  Juriadictlona  other  than  the  United  StatasJ" 
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2.     On  pata  2,  yoo  ■■aeit  that  "...our  raiulatl 
■ffcct  fotelin  Bovernwal   ticaUHOt  of  U.E.  ban 

bellav*.  forcIgD  loCein-eota  and  Indicated   that 
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out  dallbn 
3.    ,A>  the 


Th. 


cucltj  eliMiflcatlaa  problna.  A*  I  indicated 
■t  concreu  evldnc*  w»  hava  had  of  any  auch  po 
c,  vc  do  conaldar  thfa  Batter  of  crucial  l^wrt 


la  developed  duiln)  tM  heatlngi,   the  need  foi  kit* 

1  Tipcame  apparent.     Could  Jou  provide  Infoniaclfin 
regarding  their  powrrs  overtcat     Indlcatlns  where 
tjnVi  differ  tron  those  ot  local  banks  due  to  factoti 
'     encei  el  tb*  U.S     banki  ihentelvas- 

lUtenent  on  p«|t  2  rejcrtlng  ■  teciptotlt»  pollej 
cj  of  cnapetitlve  equeiltj.     Therr  are  those.  ho»- 
euic     ircles  and  certain  tegulaiorj  dtrlea  Uho 
LTie  geonetrlc  increase  In  fordgn  bank  operations  li 


changTB  In  oui  nun  banking  laws       eprehenslble   to  Iha, 
leieTVt  lequtrenrnla      Infiuisnce  and  eianlnation 
all  to       t  on  chiA  medftur*,  hou  real  do  you  regard 
atle  banking  Isus  Mill  ultiiiacei)r  be  deter«lnad 


gulatorjr  lari  y' 
'branches  can  bi 


ring  on  forelm  bank* 


and  by  giving  tu  ■ 
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8.  Id  dlicouint  the  ln»uiinc>  ptovls 
cvrovd  about  the  burdsa  of  cost  for  fa 
■bout  ctw  pngalbllltj  thit  thl*  burdoi 
eiiuillty.  *ir  you  alto  concerned  abcu 
bank*  on  the  iniuEinci  poolT 


9.     On  pag.  I 

at  yoor  atatoenl  you  aay  I 

bill,   lo  tlea 

focrign  bjnki  opeiating  Is* 

istert  with  ll-S.   Creitj  ob 

CO  Iroplj  tha 

iher*  ate  arcaa  in  i/hlch  sp 

sit  ent  vlth 

iMty  objectluee       ftoih  aS 

jMi  ind  in  J. 

■  testimony  *s  Tfietil  Kese 

tovernor  Card 

el  Mid  h.  Mw  no  conflict 

treaty  obllsa 

lona. 

Could  you 

elaborate  on  specific    Incon 

JudS-ent  "  • 

»heth«   thia  poHlble  conf 

ling  bair.T 

believe  yftU  Indicated  that 

nnrey  and  the  T 


cpeclal   revi™  authority   ovel 
of  section  7  -Mth  would  give 


■eatU  banliat 


ie-i-«ls  doBeatlc 
□ns.     Neveitheleis  yM  ( 

SMn°for  the  Tr'asury'^l* 
(BIHB  ycatardayt     ' 
thia  legialalloD  and 


anatE«i  of  iplit- 


Tre««ury  and  t 
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Tb*  nonoiibl*  Anthon;*  K.  Salm 
July  1*.  1977 
Faie  Four 


3.  The  Stat*  DipartBcnt  his  offered  ■  lucgeitlon  to  make  TDIC  1 
opIlDoel  for  Stata  nanMBbcx  fnieitn  binki  rather  than  Tcqulilng 
depoilt  iniurince.  What  ia  your  Dplolaa  of  thli  tu|geitlonT 
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JUL  20 1977 


Mar  nt.  CtaaliBani 

I  aa  plaasad  to  ancloaa  wtlttan  tapllaa 
ta  tba  quaatiooa  you  and  CongraaaaaD  Annunito 
poaad   In  your   lattar  of  July  14. 

Sincaraly, 


Anthonyoi.   Mlo»on 


Tha  Bonotabla 

Pacnand  J.    St  Gacaain,   ChalcMan 

Bubco^ittaa   on  FlnanclBl  Inatltutlooa 

Suparvlaloni   Kagalatlon  and  Inauianca 
Coaaitta*  on  Banking,    Plnanoa  and  Drban  JLttalc* 
Booaa  ot  Bapraaantatlvaa 
NaabiDgton,   B.C.     2051S 

Bncloauiaa 
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10  OaDBR'SBCUTUnC   SOLONOi 


Bssponsss  to  Chalr—n  6t  Ger—ln's  Questions. 

1.     He   havia   not   attempted   to  aeasure   statlatlcally   the 
coapetltlve   Impact  of    foreign  bank  operations  here 
on  oji    doaastlc    flnsnclal    services    Industry.      Bowevet. 
tbelr   aelc  presence    Is   believed    to  enhance   the 

Poieign  benk  activities  M 

in    international   banking    I 

•n  environment    In  which   th«i«  are  a  saaiier   nuBoar 

of  U.S.   coapecitoiB   than    in  co^Mrcial  banking 

As  I   mentioned  during  my  testimony,    the  Administration 
Is   strongly  coaaitted  to   fro*  movement  of    International 
capital   and  believes  that   system  wilt   produce    the 
greateat  prosperity. 


end  other    regulations 
bank   operstlona.      Miilt 
legislation  on   these    1 
snd  agency  operstlons, 
the    foreign  banks   at  a 
advantage. 

hat   apply    to   domestic    state 
■  tew  states  have   separate 
sues  covering   foreign  branch 
we  do  not  believe   they  place 
Blgoiflcant  competitive 

Foreign  banks 
bank!    in   that 

;s 

enjoy  an  advantage  over 
may  operate   branches 

domestic 
A  more    Cha 

lis   have  numerous   non-deposlt-tsklng 

ing   barrier    tt 
rages  depoalti 
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The   lepoctfl 


dlBcuBslon  of   foreign 


He  do  not  Mliei 
hece  viU  cieau 
>uch  leaa  foice 


that  the  foreign  bank  pceeence 
a   Bignificant  eoapatltlTe   iabalan 
econBlderatlon   oE   doaeatlc   tienliln 


The  atat«««nt  on  page  I  of  By  teatlnony  ief« 
to  reviews  of  branching  and  the  aecuiltlea  i 
ct  comneEcial  banks  conducted  Dv  congieaa  i 
independent  legulatocs.  Additionally  the  1 
Of  interstate  bcanchlna.  Feaeral  superviaior 
regulation  o£  banking,  anri  finsiT-  f\  inatitu 
reforB   In  general,   have   [*.■.■-    rev  .f-fii    in  the 

of   foruBS.      The  Adnini^nr  r  :    -  taking    par 


scheduled   conpletion  c 
A  focel9n  bank  would   c 


I   Feder 


I   aaa*  gcounda 
as   a  donestic  bank   —   that   Is,   according   Co  the 
regulatory   environment   oest   suited   to  the  operation 
Deing   established,      par   eiaaple,   a  foreign  bank 
Bight  prefer    to  deal  with   the  Coaptioller  dua   to 
his  extensive   international  experience  with  foreign 
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braneliM  of  0.8.  bwiks,  ju*t  «■  ■  doavatic  buk 
with  foralqn  Ofwcatlons  aight  pcatar   to  ao.     Ihe 
dual  banking   ayataa   la  praalaad  on  tba  notion 
tbat  atat*  and  Fadaral  ragulatlon  can  ba  dltfacantt 
tl>at  doa*  not  aatai  tbat  alttaar  of   tbas  auat  ba   lai. 
Bvan  thougb  daalioua  of   atCractinq  foreign  banka, 
BCaLea  would   te  llaltad  by  tba   need   oC    theli 
doBOBtic  banXH    for   cxinparable  traataant  and  tba 
need    ta  maintain  b   Eojnd   banking   aysteii.      Likawlae, 
in  legaid    Co   branching    laoE,    itaca    there   an   orer- 
clding   advantage    Co  being   a   stata  bank,   botb 
foreign   and   doneEtic   national    ba:nks   could   be 
•ipectad    to   consider   changing   chactara,  wblch 
would   preeumabty  result    In  a  cbanga  of  policy 
by    ttie   federal   EWgolators     or  a  cbanga   In   law. 
If   neCesaary  In   sunBarv     wa  baliava  your 

question   pe   taine   to  IsBues   Inbarant    in   the  dual 
banking    system  and   not   paitlculac   to  fotal^n  banka. 

Tba   atataaant  aaant  tbat    the   eiiatence   of  foreign 
banka   In  tba  aacuiltlaa   industry  provides  additional 
coapatltora   to  doneEtic  securities  oparationa. 
He  bave  not   attempted   to  aeaauTe   the   extent   of 
coapatltion   In   the    securltlaa    industrv.   futtheriiote. 
He  aia  not   saying   that    the  maintenance  of   Eoceign 
bank    aecuiltles  activities    lE  necesBary    to  aalntaln 
coapatltlon    in  the   3%Cu(lCies    Industry.      But, 
to    the   eitent    that   H   F      73J5   Woula    elimlnat* 
eilating  d.S.    aecurlclaa   operations  of   foreign 
banka,    tba  Congraaa   should  ba  awara   tbat    it  would 
b«   raduclng  tba  nuiiber  of   liraa  active    in 
secuiltias  oparationa  and  would  ellalnata  a  aoucc* 
of  capital    for   an   Increaalngly  capltal-lntanalve 
aacuiltlea    Industry. 

He  believe  tba  POIC's   proposed  modification  of  Section 

i   Buccessf jlly  daala  aith   several   very   laportant 
conslderationsi      (1)   asking  dapoait   insurance 
iAvailable    to  donestlc   depositois   at  u.S.  bianchaa 
o(    foreign   banks     (2)    ensuring   that   such  deposit 
Insurance    will   not   be    unduly   burdensome    for    tbe 
foreign    banks,    and    (3)    providing    that    the    insurance 
of    these  U  S.    opecationa  of    foreign   banka  will    not 
be    on   undue   burden  on   tba  FDIC   Insurance  pool.      Ne 
□elleve    the   modest   pled9e  of   asseta   or   surety  bond 
which   the  FDIC  would   require    In   addition  to  the 
regular    insurance   premiums  under    tbla  proposal 
should   take  care  of    the  additional    risks  to  the 
inauranoa   fund  that  atlae   froa   inaurliig  deposit* 
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of  ■  U.S.  brandi  ot  ■  toraign  bank  u  oppoaad  to 
an  acitlia  banK  situated  In  tlw  D.S.,  aapacially 
In  llqbt  ol  the  PDIC  a  ability  to  Bat  tha  aaount 
ot    aaaeta   pledged    In   accocdance  Kith    tta   ■•••••- 

■•Dt   Of    the    additional    risk    InvOlvad. 

D.8.  coaaaccial  txaatia*  with  ujor  banking 
countcl**  (MlgltM,  Mnaaik,  Franca,  radacal 
RapablXc  ot   Ceraany.    Japan  and   tha  Hatharlanda) 

generally   require    signatories    to  accord    national 
treacaenc    Co   Cotei<tii'Ovned  antarpclsas,      Mavattha- 
Isaa,   a  nmbar  ot    theae   tcaatlaa   raaatTa   the 
Ilgbt   to   Halt    banting    Involving   depositary  or 
fiduciary    Cunctions.      This   eiceptton,    however 
covecB   only   the   cBtaOl  ishaent    of    a   banking   encer- 
pilaa.      Onoa    eatsblished,    a    foreign   Dank   rauat   0* 
acc«id«d  national   ti*«t>*nt  (unlaaa  otbacwlsa 
lutlllad  by   inhac«Titly  diffadng  clccunatances). 
Finally,    tha   signatories  aay  not   forbid  foceign 
banta   to  maintain    brancbaa   and  agencies  to  perfora 
'•••antlally  International  operations*  other 
than  by  generally  applicable   law. 

>  the 


Section  6  contalna  a  potential    for 
burdanaoae  deposit    Insurance   requlra- 
nenta  for    foreign   banka   already  having 
•atabl lahaents    In   the  U.S.      unless   and 
to  the  extant   that    foreign  bank  opcratlona 
differ    froB  D.S.   bank  operations    In  a  nay 
that   affacta   the   aecuilty  of  depositors, 
sudi   raqulrenents  which   are  nore  burdenaoae 
than   Inaurance   laqulrenents   for  doneatlc 
banks  could  veil  violate   treaty  obllgatlona. 

Section  9  calls   for   ^   !n,!,c^al   screening 


national 


treaty  obligac 


ttlaony  and   the   testlnony  of 
■   are  consistent  with  respect 
to  Sections  fi   and  9.      I  also  believe   that   the 
poaalble  conflict  between  Sections  i  and  9   and  our 
treaty  obllgatlona    Is   real   and  could  veil  give   rla< 
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to  cbsig«a  of  Uaaty  violation  tiom  othar   coanttUi 
if   tbaaa   aactlons   were    tuple  man  tad   in   thaic  preaant 
foi>.     Sinca.    In  m  vlaw,    tIi«Ba    Inconaiatenclaa 
can  ba  eaally   laMadled  witbout  adraraaly  affacting 
ouE   ability  to  cagulatc   foreign  banka   adaquatalyi 
I  aee   no   ceaaon  xtiy  aucti   caaadlaa   atiould   not  ba 


Ihaca  was  coordination  batwaan  tha  Fadaral  Reaerve, 

Treasury   brQ    tlie  Stata  Departaant  prior    to   tbeir 
dppeatdnce   before  tha  Subco^lttee.      Drafta  of 
ta^tlmony  wsie  axchdngm  and  diacuBaad   at  •   staff 
laval        Fjrcnecnicitej   Treaaury  and  State,    through  tbc 
OHB,   cleacad  «ach  othar'a   tcatlaony. 

B«Bponaa»  to  Beycaaantatlva _itnnurialo' » ^puaationBi 

1.  in  tha  hearings.  Vice  Chaliaan  Gardner  agreed  to 
a. change  In  the  bill  to  ellainate  the  veto  power 
over  state- 1 lean Bed  foreign  bank  operations.  He 
Bupport   the  Federal  ReBarve   In  this  change. 

2.  He  aupport  the  application  of  the  Glass-Stea^all 
Act    to   ne«   foreign   banka   becauae    tn?   cEEult  vlll 

be   to  place   foreign  and  doaeatlc   banka    In  the   future 
on   eqiial    tooting    in  thle   isgard.      Hhlle    tbla  would 
represent  a   change    In  operating   leglae   tor    foreign 

Hill   view  thla  proapectlve  change    in   the   saae 
Inlnlcal  Banner   as   they  would   a  change    In   the   rules 
for   eatabllahad   securities  activities,    which  would 
be   contcary   to   our   treaty  obligations. 

3.  Ab  I    indicated    In  >y   statesent,   we   support  Baking 
PDIC   insurance   optional    for    foreign  banks    in   those 
few  casas  where    It    la  optional   Cor   daaeatic  banks. 
ThuB,    we   ace    In    agreeaent    with    the  State  Depaitaent 
proposal. 
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.The  Swiss  Embassy  hereby  transmits  for  con- 
stderetion  the  views   adt^ted  by  the  SmIss  banks   relating 
to  the  proposed  International   Banking  Act  of  1976,   H.R. 
15876,^     That  bill  woula  have  a  etgnlflcant   Impact  on  the 
activities  of  the  Swiss  banking  Industry  in  the  United 
States. 

It   1»  understood   that  the  bill   intends   to 
equaltie   the  treatment  of  foreign  banking  entitles  in 
the  United  States  with  U.S.    doxeetlc   banks  end   to  subject 
such  foreign  banking  entitles   to  appropriate  U.S. 
regulation.      However,   sons  provisions  causs   serious 
concern,   as   shown  in  the  attached  position  paper  — 
priaiarlly,    the   failure   to  penr.lt   the  pemanent   r«t«r.tlon 
of  established   »ecurltlea   affiliates. 

The  bill  would   require   the  abandonnent  of  current 
■ecurltles  affiliates  by  19o5,   imposing  slgnlfieani  fin- 
ancial  Impact  on  their  parent  Swiss  banks.      These   securi- 
ties affiliates  were  entirely  lawful  when  established,   and 
there  has  been  no  demonstration  that  their  continuation 
would  be  harmful.     While   it   Is   true   that  U.S.   domestic 
banks  cannot  maintain  such  affiliates,    the  U.S.    banking 
industry  has  not  asked   for  the  abolition  of  these   securities 
firms,   and   Indeed   their  role   Is  so  minor  that  no  significant 
Inequality  would   result  fran  their  continuation. 
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The  SwisE  £nbas«y  shares   the   concern*  of  the  Swlti 
banks   reapectlng  the  bill  and  it   Is  suBgested   that  cereM 
cone  Iteration  be  given  to  the  views  expressed   in  the 
attached  position  paper. 
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SWISS  BANKS'    POMCY  raSITION 

OH 

IHTBRHATIOKAL  BAkKINC   ACT  OF  1976 


■  general   views  of  the  Swiss  banks  with  respect  to  H.R. 
876,    9'tth  Cong.,    2d   Sess.    (1976)    (To  provide  for 
oral   regulation  of  participation  by  foreign  banks  in 
lestic  financial  markets)  which  would  provide  for  the 
itornational  Banking  Act   of  I976"    (the    "Act")>   are  set 
■th  below: 

rniluctorv  Note:    To  put  the  matter  in  perspoctiva  fron 
^wiss  point  of  view,   it  phould  be  noted  that  all  Swiss 
iks  have  e  coi.ibin'iw  total  of  eij^ht  banking  offic-;*  in 

■  United  States  -  located  only  in  the  major  financial 
iters  of  New  York  City,  ChJcn^c.  Los  Angeles  and  San 
ncisco.    (Source:    Americar.  Eank(;r     July   31,    1975). 

pite   the  onoimous  disparity  betwucr.  ths   rnTatlve  sizes  and 
■ortance  of  tlie  U.S.    and  Swiss  economies  end  financial 
■kets,    American  banks,    i>y  contrast,    haye  26  banking, 
ices  and  banking  affiliates   in  Switzerland  -  located  in 
le,    Geneva,   Lausanne,    Lugano,    Zug  and  Zurich.  Vhlle 
tzerland  has  a  Federal   system  of  Cantons  which  is  sloilar 
the  U.S.    Federal  system  of  States,    a  single  U.S.   bank 
ducts   multi-Canton  banking  activities   in  Geneva,   Lauaa.ine, 
ano  and   Zurich,   with  the  approval  of  U.S.    Federal  autho- 
ies,    i.e.,    in  more  Swiss  Cantons  than  the  number  of  U.S. 
tes   in  which  all  Swiss  banks  combined  conduct  business, 
urce:    American  Banker,    February  27,    1976). 

Multi-State' BankinR    Operations:    Nonbonklni^.  Operations 
(Class-Stcar-all  AcTr?"  ,-    "Reciprocity": 

Branching  across  State  lines  and  engaging   in  nonbanking 
activities    (including  the  ownership  of  securities 
affiliatesj    involve  the  international   "reciprocity" 

As  the  basic  philosophy  of  international  banking  recipro- 
city,   the  Swiss  banks  would  prefer  legislation  which 
adopts  the  principle  of  "reciprocity"  under  which  Swiss 
banks  would  be  treated  In  the  United  States  in  the        ;r 
Manner  in  which  U.S.    banks  are  treated  in  Switzerland. 
Hte  Swiss  banks  recognize,   however,    that  this  philosophy 
of  reciprocity  is  not  acceptable  to  a^ny  in  the  United 
States.  .  ■ 
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So   far  as   branching   across    State   lines    is   concerned, 
the   Swiss   banks   find   acceptable   the   principle   of 
"nondiscrimination",    as   now   epplled   at   the   State 
level,    vhich   permits   a    foreign  bank   to   opiirate    in  z 
-  particular  State   in   return    for  a   conparable  privilege 
in   the   foreign   bank's   hoMe    country.    Although   few 
States   have    enacted    enabling   legislation   to  grant 
full    banJtini;   powers   to   brarches   of   foreign   banks   or 
indeed   to   pcrinit   any    entry   by   foreign  bar:ks,    this 
syste^i  has   worked    reasonably   well   because   entry  has 
been   authorized   by   States    in   which   are   located   some 
of   the   najor  financial    centers    [primarily   Hew  York, 
Illinois   and  Massachusetts).    Swiss   banks   are   not 
interested  in  establishing  nationwide  branch  systens, 
but,    rather,    are   interested   in  being  permitted   to 
operate    in   the   principal   centers   of   banking   In   the 
United   States   as   Acierican  banks   operate   overseas. 
A   provision  which  would   permit   a   foreign  bank   to 
establish  a  branch  or  agency  outside  its  "hoae  State" 
with   the   approval    of   the   State   banking   authorities   In 
the   States   involved,    would   be   acceptable   to  Swiss 
banks.    In   light   of   the   manner   in  which  U.S.    banks 
operate    in   the   various   Swiss   Cantons,    the   Swiss  banks 
do   not   understand   why   branch   operations   of  a   Swiss 
bank    should   be   confined    In   the   United   States   to   Its 
"hoitie   Stste"  -  as  would  be  the   effect  of  the  Act  - 
even   In  cases  where  a  particular  State  involved  has 
legislation  which  pemlts  the  operation  of  such  a 
branch   in   the   State. 

With    respect   to   "nonbankin^"    activities,    the   Swiss 
banks    feel    that   restrictions   which   the  Act  would 
impose    on   the   selling   and   distribution  activities  of 
their   securities   affiliates   would   be  unfair  to   the 
banks   which  have   at   great    expense    established   securi- 
ties  affiliates    in   the   United   States   in   full   conpliancc 
with  the  existing  laws  of  the  United  States.    The  scope 
of  whatever  advantage   a    foreign   bank  with  a   U.S.    secu- 


Statcs  over  domestic  banks  is  narrow,    in  view  of  i 
widely  recognized  fact   that  U.S.    banks  engage  In  tht 
Onitc-d   States    in   a  wide   variety   of   securities- 
related  activities,    such  as  brokerage  services,    auto- 
aatic  investoent  plans,    dividend   reinvestiaent  plans, 
portfolio   management   services,    investnent  advice   and' 
private   placement   activities,    as   well   as   certain  under- 
writing activities.    Further,    the  Glass-Stcagall  Act, 
which   is  designed  to  .separate  U.S.    conuDercial  banking 
from    investment   banking,    has   not   prevented   American 
banks  from  engaging   in  one  fashion  or  another  In 
extensive   underwriting   activities   outside   the   United 
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securities  activities  in  the  U.S.    of  a  type  not 
permitted   to  domestic   banks,   which   are   not   conducted 
by   the   foreign  banks   thersseives   but   by   separately 
incorporated  independent  affiliates,    are  so  minimal 
as   to  have  minor  impact  In  the  United  States. 

As  is  recognized   in  the  "Foreign  Bank  Act  of  1975" 
proposed  by  the  Federal  Reserve  Board   (H.R.    5617, 
S.    958,   giith  Cong.,    1st  Sess.    (1975)  which  would 
■grandfather"    activities   existing   on  December   3,    197A, 
It    is   of  paramount    importance   that   existing   foreign 
bank   activities   be   protected.    Having  permitted 
foreign  banks  to  establish  legitimate  operations  In 
the   United   States   in   complete   conformity  wl.th  the 
laws  of  the  United  States,    it  would  be  extrenely 
unfair  and  harsh  to  change  the  rules  retroactively 
In  a  way  which  would  require  discontinuance  of  any 
existing  operations  of  affiliated  companies  engaged 
In   the   securities   business.    Such  activities  which  wer« 
established  in  good  faith  in  accordance  with  existing 
U.S.    laws   should,    In   the    interest   of   fairness,    receive 
permanent   grandfather   status. 

.    Federal  Reserve  Regulations:    Swiss  banks  do  not   oagose 
vesting  in  the  Feclerai'  Reserve  Board  the  power  to 
regulate  such  aspects  of  their  operations  in  the  United 
States   as   may   have   a   bearing   upon  the   international 
or  domestic  monetary  and  credit  policies  of  the  United 
States  and,    as  a  procedure  for  lEplementir.g  such  regu- 
lation,   agree  with  the  approach  enbodied   in  the  Act 
that  problems   associated  with   the   Federal   Reserve's 
monetary  and  credit  policy  operations  are  capable  of 
satisfactory  resolution  without  making  raembership  in 
the  Federal  Reserve   system  mandatory  for  foreign  banks. 
The  Swiss  banks  therefore  do  not   oppose,  giving  the 
Federal  Reserve  Board  specific  statutory  authority  to 
make  branches. and  agencies  of  foreign  banks   subject 
to   reserve   requirements,    interest   rate   ceilings   on 
deposits   and   reporting    requirements,    although   it   has 
been   freely   conceded   that   the   foreign  banks   have   fully 
cooperated  with  all  requests  in  this   regard  which  have 
been  made  of  them  by  the  Federal  Reserve  Board.    The 
banks  also  support  the  provisions   in  the  Act  which 
votild  give  authority  to  the  Federal  Reserve  Board  to 
permit  branches  and  agencies  of  foreign  banks  to  have 
access  to  the  clearing,   discount  and  advance  facilities 
of  the  Federal  Reserve  System. 
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3-   Deposit  Protection:    The  Swiss  banks  oppose  legisla- 
tion which  would   change   existing  law   in   a   discrimi- 
natory fashion.    Requiring  foreign  banks  to  post  a 
"surety  bond  or  pledge  of  assets"  with  the  Federal 
Deposit    Insurance   Corporation  -   notwithstanding   the 
fact   that   FDIC    insurance    is   optional   fcr   State-        Z 
chartered   domestic   banks   which  are   not   necibers   of 
t-he  Federal  Resci-ve  System  or  subsidiaries  of  bank 
holding   companies   and   despite   the   fact   that   such 
non-insured  banks  are  not  required  to  post  any  bond 
or  "pledge"  -  would  discriminate  unfairly  er.ainst 
foreign  banks.    As  FDIC  Chairman  Wille  pointed   out 
in  his  letter  of  December  22,   1975,   to  the  Ho- 
norable Fernand  J.    St.  Germain:    "Even  more  IraportEntlj, 
a  sincere  attempt  to  impose  n-.eaningful   restrictions 
of  this  type,    such  as  requiring  the  domestic  branch 
to  maintain  a   EUbstantial   portion   of    its   assets   in 
the  custody  of  s  third  party  or  In  the  lorm  of 
obligations  of  domestic  obligors  or  requiring  a 
fidelity  bond  to  guarantee  the  presence   in   the  U.S. 
of  a  stipulated  amount  of  the  foreign  banc's  assets, 
could  prove  so  onerous  or  costly  for  the  foreign 
bank  to  comply  with  as  to  make  sucii  restrictions 
tantamount  to  a  bar  against  the  foreign  bank's 
operating   through  a  domestic  branch      if  deposit 
Insurance  is  mandatory,    or  against  opting  for  insu- 
rance,   if  deposit  insurance  for  branches  is  optional". 

It.    Establishment   of   liational   Hanks;    Edge   Act   Corpora- 
tions;   Federal   Branches:    The  Swiss  banks  welcome 
steps   in   the   direction   of   liberalizing   the   U.S.    laws 
affecting  the   entry  of  foreign  banks,    including 
Swiss  banks     into  the  United  States     The  Swiss  banks 
therefore  wish  to  express  their  support   for  the 
provisions   of  the   Act   which  would   pernit   foreign 
banks  to  establish  Edge  Act  corporation  subsidiaries 
for  the  conduct  of  international  banking  and  finan- 
cing  operations   in  U.S.    centers    of   international 
trade  financing,    as  in  the  case  of  dotcsstic  banks; 
vould  permit  foreign  controlled  national  banks  to 
have  directors  of  non-US  nationality;    and  would 
authorize  a  foreign  bank  to  obtain  a  Federal  branch 
license  as  an  alternative  to  e  State  branch 
license. 
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5-   Extraterritorial  Examination  and  Regulation  of 
PoreiF.n  Offices:    As  provided  in  Section  6  of  the 
Federal   Reserve   Board's  proposed    "Foreign  Bank 
Act  of  1975".    the  Act  should  similarly  recognize 
that  the  authority  of  U.S.    banking  authorities 
to   examine   and    regulate   a   foreign  bank  does   not 
extend  to  cxemining  the  bank's  home  office  or  Its 
non-U. S.    foreign  offices  or  to  regulate  the  orga- 
nization or  Internal  affairs  of  the  foreign  bank, 
since  a  foreign  bank's  home  office  and  non-U. S. 
foreign  offices   are   subject   to   examination   and 
regulation  by  the  banking  authorities  in  the 
foreign  Jurisdictions. 
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Minfred  Lahntttiii 


Dear  Hi.   Salomon, 

when  back  In   1976  the  dlscussloos  on  th*  tntamaelooal 
Bulking  Act  of   I97«  antarad  Into  •  daclslv*  ata^e,   Dndar- 
aacratary  Vao  vaa  kind  anough  to  raapond  on  Aug.   17,   1>7( 
to  a  lattar  In  utilch  ny  predecessor,  Dndarsocratary  PSfal, 
had  outtlnad   the  German  Gouvamment'a  hasltatlona  about 
tha  bill. 

Aa  cegards  the   1977   International  Banking  Act  as  it  has 
been  presented  to  the  House  of  RepreaentatlveB ,    I  am  afraid 
the  same   reservations  concerning   a  numbar  of   regulations 
continue  to  apply. 

Our  primary   concern   refers   to  the   envisaged  treatmmnt  of 
German  banks    In  conformity  with   the   Bank  Boldlng  Coapany 
Act  of    1956   and  Sec.    105   and    106   of   the   1970   Bank  Boldln; 
company  Act   Amendisents .    I  was  very  plaasad   to  note   that 
Hr.    Yeo  had   shared  our   concern  and  had  offered  his   support 
to  avert   possible  disadvantageous  consequencea    for  German 
Banks   in   the  US,    but   also   in   the  Federal  Republic  of  Caiunr 
and   third   countries.    His  view  was   reflected   In    the  Treasury'! 
statement   of   Aug    31,    1976   made  before   the  SubcoMMlttea  oo 
Financial    Institutions  of   tha  Senate  Conlttea  on  Banking, 
Housing  and  Urban  Affairs. 

Information   available   to  ma   auggcata   that  tha   Board  of 
Governors   of    the   Federal   Reserve  Syatana  could  go  along  ultt 
foreign  banks  not  being  placed  under  the  Bank  Holding  COBpiaf 
Act   In   cases  where   a    (foreign)    parent  bank's  equity  holding  Is 
I    {german)    foreign    industrial   company,    owna  a   aubaidlary  tn 
..   .._     .   _.    _    jhould  not  be  In  conflict  with  tha  BBsk 

German  banks  are  also  deeply  concerned  about  rcgulatlooa 
terminating  grandfathering  of   Investaent  banking  by  IMS. 
I  feel  there  is  good  reason. to  bellava  that  all  of  Qim  In- 
vestment by  banks    in   this   field  Bight   prove  uaalasa.    If  tb*st 

regulations   were  enacted. 

Moreover,   the  Association  of  Gerstan  Banks  is  aAxloua  of 
repercussions  of  the   1977  International  Banking  Act  ohlch 
could   go  beyond  the   Intended   equal   treatMent  of   DS-  u>d 
foreign  bank's  and  which  could  aaauae  discrlatmatory  pro- 
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portiooa.  n>«  A*«oclatlon  h»»  th«r«fora  prvpaiad  ■ 
poattion  pa[)«r  auaaMrliing  tha  poaalbla,  pracarloua 
eonaaquancaa'.   Plaaaa  find  •ncloaad  ■  copy  of  thla  pe^ 

In  tha  coaMOD  Intazaat  of  proaating  cloier  aconoalc  t 
batwaan  our  two  eounezlaa  tha  Padaral  oovariuaant  faal 
approprtata  to  support  the  position  of  ctie  Genun  ban 
should  It  becosa  avldent,  that,  contradictory  to  tha 
daclared  objacttva,  tha  laglslBtioii  turns  out  to  rasu 
In  discriBinationa. 


It   if  you  could  < 


,p 


Ul—t- 


,,Google 


IT.  C.  1977 


MEHOIIANOUH 

ON  THE  PROPOSED  LEGISLATION  FOR  FQHEI6H  BANKS 

IH  THE  UNITED  STATES  (KR  73ZS) 


Fortign  btnkt  In  tht  United  SUUS  tr*  )n  stvanl  rntpects 
d<»tlngal*h*d  froa  tht  >t» tut  of  the  A»er1c«B  b»nl;*! 

1.  Besldit  cOBBtrcltl  binking  they  cen  ilio  engage  in  Iwireitwit 
benktna  if  they  esttbMth,  besides  t  br*nch  for  comerclil 
binklng.  *  tubtldliry  solely  concerned  with  securities  basi- 
nets  or  if,  besides  hiving  i  subsidiary  confining  its  actlvi- 
tlei  to  securities  trinsietlons.  they  ttke  in  Interest  of  not 
■ore  thin  2S  per  cent  In  •  U.S.  benk  In'such  *  ainner  thet  1t 
does  not  enable'  thea  to  control  the  U.S.  bank. 

2.  No  reglonel  Ualtstlon  eaists  for  thea,  provided  the  laws 
of  the  various  States  -  at  present  nine  -  Make  It  possible 
to  enter  those  State). 

1.  The  State  charter  Is  a  typical  kind  of  charter  for  thea. 

4.  They  arc  not  aeabers  of  FOIC. 

5.  The/  are  not  aeabers  of  the  Federal  Reserve  Systea. 


Soae  of  the  Cfreign  banks  which  'n  the  United  States  ere  active 
in  coaatrclal  banking  and/or  Investaent  banking  through  branches 
or  legally  Independent  coapanies  coae  froa  countries  where^aekt 
have  to  acet  requireaents  different  froa  those  applied  in  the 
United  States.  This  holds  good  particularly  In  countries  with 
a  universal  bank  syttea  such  as  the  Federal  Republic  of 
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11  the**  barfc*  uara  givm  mi  unreatrictad  ehuUr  Uwn  Uwy  tat  t^  In 
ha  UnlUd  Statu  aa  that  thay  MMa  In  Bood  faith  autiatantlBl  invMt- 
tnta.  Kb  Tar  aa  thay  ata  actlvt  In  Inuestinent  banking  ttiay  got  ttw>- 
tlvas  r«etat«r«d  at  tha  National  ABSOclatlnn  of  Eacurltlaa  Oaalara, 
M.  CNASD1  and  the  Saeurlttn  and  ExcnangB  Cnmmtsslnn  (SEC),  «s  It  la 
Mtoary  for  Anerlcan  Inveatnent  banka,  and  acqulrait  naabtrahlp  Id  tha 
pproprlata  raglonal  atock  axchangca. 

t  ta  raw  clalBcd  on  tha  Anarlcan  aida  that  tht  fbraign  faanka  at*  In  • 
n-a  ravourabla  poaltton  in  tha  Uiltad  Statea  than  tha  U.S.  banka.     Tha 
rlticlala  of  aouBt  traataant  ta  tmmkad  and  tspadally  tha  foUoiding  al— 
an  ba  noticed  uhtch  ara  alao  dlacamibla  in  tha  Intamatlonal  Banking 

Bt. 

.     Prohibition  or  partlclpatlona  nutaida  tho  araaa  oF  Boaaatclal  and 

Invaatnant  banking. 
.     Prohibition  of  alnultanaaua  aotivity  ef  fotaign  bartca  In  cBMarBlnl 

banking  and  Invaatmsnt  banking  In  tha  Unltad  Btataa. 
.     Prohlbitlan  of  Interatata  banking  or  nultlatata  branching. 
.     SiAJaction  to  Faderal  Law. 
,     ConpulBorv  BeaibaTahlp  in  the  FMaral  Dapoalt  InauranM  Cbrparatlon 

troic). 

•     Subjection  to  the  Federal  Resarwa  Act. 


iphibltlpn  pf  partlclpntlorj  outside  the 

nveatmant   Ugn'ilna   sEctara 

ha  InternRtional  Barking  Act  Mill  br^ttg  about  a  aevore' Featrlc- 

lon  of  poTticlpBtlona  In  entarpTlaes  liiich  are  active  mitnide  coaverclal 

ml  InveatRisnt  banking.     Ths  act  daea  so  by  having  Section  8  aubjact  any 

uralgn  banU  ulth  □  brnnch  ni  agency  in  tha  Unltad  Statea  to  tha  proul- 

iona  of  thi  Bank  HolHinn  Comany  Act     Of  1956  CBHCA)  and  to  Sections 

05,  106  of  thu  Borti  Holding  Coapany  Act  AotndPwntD  or  1970. 
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y  tn  part1e1p«ttont  In  U.S.   cobi 
I  whUh   art  «i>a>qed    In  bmlr 


froB  Sec.   8  of  thi 


(grandfathering  ■■ 
this  provisloi 


BtauUtloi 


(   were  esUbltshAd  bjr  tha 
r  on  the  bisti    of  the  •ath«- 


c)   BHCA.    Further  exceptions   Bight   result 
nternatlonil    Banking  Act  for   thoto   partl- 
heH  by  a   foreign  bank  on  Oecoaber  3.  1S74 
out  tIae.llBit).    Hoaever.   th*  xordlog  af 
t  very  clur  at  ragards  details. 


I    The   structures   of   the  hanking   g/sxtm   In  each   country  ha»a 
developed   over   the  years   and   ai   a  rule  thay  have  proved 
themselves   within   their  national    bordart.  Th1»   fact  shovltf 
be    taken    Into  account  by  any  aodlficatlon    In    the   United 
States.    If   not,   any  aove   to   put  doaestic  and    foraign  banks 
on   a   soTely  formally  equal    footing  could  easily  lead  ts 
dlscrtninatlon  of   the    lattir.    This  applies  in  particular 


intrf 


;  where  the  ss-ct11*d  v 


(b)    To    SUbJE 

states  • 


Licipation   relations  outside   tha  Vnlttf 
t  between   foreign  parent  banks  and 
•hich  are  engaged    in  business   in   the 
igh   lubstdlarlel  or  branches   -    to   the 
folding   Conpany  Act  would  aefn  applyfkf 
:ly   to   the   parent  banks  having  their 
Paris,    or   Zurich.    This  wogld  ba  an 
■    internationally  recogniied  terrt- 
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c)  tr-  ■ubatBotlvB  riTiBcta  th«  parti clpatinna  of  fertign  banka  In 
foreign  non-CnnHa  actiwe  in  th*  Uilted  Statas  ara  not  afany  ralB- 
vhiice  LPfth  nenLionlnri  for  the  hwricen  aconoKy.     Ma  taarlEin  Intareat 
la  tneierare  lacognlzabla  Wnt  aould  ba  prutactad  or  praiotad  by  -apply- 
ing tha  Bank  Holding  Coivany  Act  to  foralgn  banlia  acUua  In  tlw 
United  gtataa. 

d)  Ttia  application  of  the  Btnk  Koldlng  CoMpany  Act  to  tha  faratgn  bcnka 
aould  certeinly  not  affect  only  thota  but  slao  aany  foreign  entgr- 
prlaca  in  uhich  a  foreign  bank  aBtlwa  in  tha  Unitad  states  holds  sn 
Interest  and  which  can  under  the  lau  at  prpsent  in  force  eslBblish 
idthout  any  dlfflcjiltlea  a  branch  m  place  or  manufecture  In  the 
United  Stetes.     Unleaa  a  bank  hnlds  the  mBlnrlty  nf  the  capital  of 
■n  anterpriae  active  in  the  United  States  it  cannpt  exerclst  mny 
aubatantial  Inriucnca  on  ita  buainaaa  policlaa.     IhErGfore     If  eucn 
an  tnterprlaa  already  la  repcaBented  in  the  United  Statea  or  aata      - 
141  In  bualnesa  there  it  haa  only  the  ehaico  ef  eltner  ending  Ita 
activity  in  the  United  States  or  Qisppslnri  of  it*  participation. 
Even  in  the  cases  uhere  it  dees  hold  a  ma.lui-lty  of  the  capital   thtrc 
•Auld  be  legal  objectlona  if  the  Qenl^  udie  to  exETClOB  itc  infli«nce 
ao  that  the  enterprlaa  glwas  up  ita  actiwlty  in  tha  Unitod  Stataa 

In  favour  of  the  bank.     A  waiver  of  Dctivlty  in  tha  United  6tstu 
enforced  by  appllcotlon  of  the  Banh  Holding  Coapany  Act  uauld  aleo 
run  counter  to  the  tntcrects  of  the  Statci  which  do  attaoti  laportance- 
to  Capitol  invGBtracnto,   not  leant  because  these  Kould  create  Jobs. 
In  any  case  international  ecoiionic  interliiikinu  kjould  be  aesxaualy 

I)  Althoi'^jh  the  Fetlirral^  nia'^rva  Board  has  been  granted  a  cirtain  degree 
of  discrntlon  by  ths  Ei£,!ik  iinlaing  Con^iaiiv  Ar.t  for  penaittlng  cor'tein 
pnrtlclpstiana  this  in  ns  aaClsfoctriTy  solution  for  the  foralon  banks 
If  only  Ijjcoiir.c  t^3  partictpstlDno  uould  not  be  pemittcd  to  than 
by  oneratlsn  nf  laij  hut  only  on  the  bcnla  of  rcgulotlonD  (Regulation 
V)  of  on  BuliiarJty  tliat  c:n  change  then  ot  ony  time.     Ineidcntolly, 
the  exception  that  in  the  root  inportnnt  one  in  actual  practice  - 
participation  in  u  cumpcny  more  than  one  half  of  whaae  activity 
takes  place  outside  th.i  United  States  -  Is  linlted  ta  partieipetlons 
of  less  thnn  25  per  cent. 
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in  In  th'  hK.rlne  in  August  31,  1976  the  F«d  ■uaaested  tfut  ttm  pannt 
tanka  stoulll  tn  atimmfiXmC  tiom  tia  Bbi*  Holding  CoMpmy  Act  if  tin 

Mphasla  .:''  tne'i  Bctluily  Is  outaldB  the  Unltm  States  ind  If  thtlr 
tLB.  branchBE  or  BuDBldlarlei  grant  to  the  U.S.  branctics  or  orfi*!- 
'     ItlBTles  of  thB  foreign  Industrial  ccmpanlea  In  uhlcn  the  bank  holds 
■n  Interest  no  Mre  fBuoureble  terms  and  condltlDns  In  lending 
thwi  to  other  borroui^rg  In  the  United  States   Ccf.  statement  of  tl» 
WlcB  Chelraan  of  the  Board  of  Govcrnora  of  ttie  FeQeral  Reserve 
Syetaa  of  August  31,  197G}.     Thle  la  not  likely  to  he  prBCtlceQlc, 
Such  .8  clause  concerntno  terma  unild  anaunt  to  at  least  potential 
Interference  uith  Du^ilnEss  pnllcy,   tould  create  neu  problems 
(levelling  oT  terms)  and  a  pDBsiblllty  of  dlDcrlnil nation  sgoinst 
U>B>  InstltutlonB,  .  Moreover,  ite  Brrects  in  pt-actlce  cannot  be 


(g)  Sufficient  Justice  lould  ba  done  to  Amrlcsn  banking  Law  and  tha 
underlying  phlloBophy  as  uell  ss  to  the  needs  cf  protection  fait 
In  the  United  States  If  the  legislation  of  the  host  country  la  ob- 
aarvco  in  the  activities  there  ultrviut  the  ectivities  of  the  parent 
bank  in  the  country  of  origin  being  prnctlcally  subjected  to  U.S* 
law.      Tnls  prlnclpli!  has  so  far  been  uncontested  for  foreign  Inati^ 
tiitlons,  both  In  the  United  States  ami  In  the  countries  of  the 
European  Economic  Cowiunlty.     It  is  only  in  this  way  that  all  extrs- 
terrltarial  nonscpuenceu  can  bo  auoidad  which  would  ba  bound  to 
4li9turb  Internaticnsl  relatione. 

Accordingly  the  Bmprlcan  Intr^rnBtB  as  i.:ell  ss  tl.Qrio  of  trie  beni^s  af 
the  Ff^dprril  Fir'piibllc  nf  CerniBTiy  and  olhor  countrle;  muld  Oe  servea 
~W  the  aoplloation  oi  the  Bank  Hn  1  til ng  tampan y  Bet  of  195G/70  itiu-a 
"In  regard  to  foreign  bonks  6c  rBstilcteiJ  to  cnscri  iJ'ere  PBrtirioat:o" 


In  nrr'.Tlcfn  enterprises  la  acpjifEd  fllr-'ctlv.  i.e.  by  a  subsiOlBry 
with  Oonilcllo  In  tha  Unitpd  Statcn  of  □  foreign  bank,  or  a  branch, 
•a  part  of  Its  onernting  nsaotB.     Only  In   Uils  usy  muld  the  Justi- 
fied intercDt  of  both  sides  bi>  prntc[:ti3a  and  lauld  Gcrtcan  direct 
.^DvoibMnta  in  the  United  States  rot  bo  ImpcdeO.     The  OEtablishBcnts 
of  the  foreign  bonks  in  the  united  5tntus  do  not  possess  any  partl- 
elpationa  in  nnn-banks  that  would  be  impermissible  under  the  Bank 
Holding  Coapany  Act.     In  regard  to  both  formal  low  and  facts  tharc- 
rbre  they  qre  not  fevourad  o*  eompored  uith  tha  United  States  banks. 


,,Google 


■iklno  and  li. 


■  f-.'-lpn  haofc«  to  operate  b  1  til tanao inly  In  c 


■}  k  roralgn  bonk  opaTating  in  tht  United  StstM 
aa  uell  aa  iiivestiunt  banking  areas  le  aluoys 
B«parat«  unlta.  m  far  ciBfi.^le     tuc  lenHllu  ei 


Blng  tun  legally 

iira'e  corporatlcini 
The  terns  of  s 


one  brvKh  and  one  legallv  ImlBp-endent  caniF 
llconoe  In  tha  United  Statei  aluaya  require  that  the  Indlvlclual  unit 
in  ttw  UnUea  Stales  limit  Its  aperatlons  either  to  Eotiaerctal  bonking 
c»    to  inxestinpnt  banking  JuBt  llhc  AniGricnn  Institutions,     ft  cnnfllet 
of  ihten^at  battaen  ttio  tui  1e  therefore  h  priori  lindOBslbla  bscause 
of  the  legal  construction.     The  capital  conncetlBn  ligtiuepn  the  tuo 
IB- unite  througli  their  parent  ngiik  In  tno  cnuntry  or  origin  la  in  Its 
practlcnl   BcanlnQ  no   dirfarent   than   the  piircnt  benk>e  equity  partt- 
clpationt.  In  other  cnrporatlons  nutiilde  the  United  States  Or  the 


parent  bank's  otn  open 
cowtry.     If  at  all,   tl 

country  uf  origin  of  the  parent  bank.  It  In 
of  the  1  crilFilrit i jrca_ln_ 
CfinacqutnCdS.  ^'  It  fol! 
united  Stotca  nay  uperi 
prohlblt'-'d  to  tliew  In  ■ 
Etstsa  OTG  not  itruulnri 
del  actlvitltes  uhlcii 
I  Uv  Uiiltad  Sta: 


one  in  both  buslncss-aectoTS  In  the  hoiEC 
connectlDn  could  ba-ue  effects  only  in  th 
anslljillty 


irr-iB  caiiLitvIr!!  pr  unpin  tn  OebI  uitJi  auch 
lus   that   tS-bsnl:s   with  units  outside  the 
!  there  in  the  bucinesa  gectars  uhich  aiu 
!  united  Statee.     r«ve,   loo,   the  United 
ly  conroqucnuEs   uhatcvcr   from  tlioiie   conmei 
iseretlcally  night  lesd  to  certain  risks 
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(b)  Tht  Inportoncc  of  Inweattient  banking  of  rorcion  bonks  In  the  United 
'it«t«s  Is  vary  saall  as  ■■Blunil  by  ttw  tnt»l  vdIum  oT  Um  US-Bsrlcit. 
Fo£  th^  Jndlvldusl  InstU^jfc'nn,   fniiBvaT,  It  is  s  siiistontlsl  factsr 
in  Itt  totol  "^iuBlneas  'O.ltvs. 
■(c)  Confroritea  uitK  the  al     mF  l"e  f^u  operatB  only  In  eltrtet  InveatBent 
Aanldng  BS^itor  or  the  cormErclal  banking  sectoT  tha  raralgn  bank*  as 
a  rule  liCulfl  have  to  Burrender  thalr  Invcsf-ent  BanMnq.      SpeclBllieil 
brokarB  are  unuauDl   in  the  cnnllnr^ntal  European  coufitrlea  ono  ii  is 
tht  unlueroal  banks  ijilcti  perform  thlo  runctlon.     Ad  a  result  tha 
inatltutlona  actlua  In  the  brakeTage  business  In  thasc!  ExiuntTlea  uauld 
not  be   allDued   to  opeTSte   In   th:  United  States,    htieress  Anarlcan  brokui 
BT*  free  to  do  so  in  Eunpe,  a  liberty  tfiich,  u  w  knou,    they  activtli 
use  arid  uant  to  keep.     In  other  uords,  because  of  the  neri  fact  that 
in  3e«eral  cauntriea  there  la  b  dlffergnt  arnanlEaUonal  rorTi  bT  tn- 
_yc3tiiignt  balking  than  In  the  United  Stale-:   thaco  institutions  iWcti 
are  nctlve  in  inuBstment  banking  In  the  continental  Europsan  countrUi 
^uld  be  denied  ccclprocity.     In  actual  practlae     foreign  Instltutlcns 
from  coLintrles  i<4tn  a  lailveraal  banking  systea  uiuld  be  denied  aiklssi* 
to  the  LS-market, 

(d)   The  consequcneeB   Tar   the  United  States   bould  be  B  reduction   In   tht 
•nimOor  of  campctltara  In  the  spnurltlc^  liu^lnr^}'!  u*iereas  the  American 
bankintj  loglalstion  t\m  bean  Dlriilng  et  strengthening  carapctliiar,  bs 
fur  exanplc,    through  tho  1975  Securitiss  Act  AmenOncnts, 

te}  ThoEe  German  inctitutlbns  bMnh  are  active  in  the 
BBCtor  in  the  United  Stctco  hauD  undertaken  suBstc 
In  coQltnl  grid  uxnertlae  In  this  bualncas  k^lch  jid 
tdirthlesB  es  3  result  of  unsKpeetad  governmental  1 

(fl  A  llmUgC  ornnilfsttorlnti  hQuld  not  Improve  the  sltustt 
'-cliETitB  iiisnl  B  I'nl^tionniilp  ulth  "their"  ini 

Unarcl  on  continuity  ratiiir  than  hclng  United  in  tlna;    this  Is  an 
"  STea  uIiLTa  trust  piny:!  an  especially  large  role.     Secondly,   ue  mix.% 
B83une   that   the  highly   qualified  staff  of   the   foreign   Investment 
banks  utll   leave   their  positions  lonrj  before   the  end  of   the   phasing' 
out  period.     Indeed,   ue  have  to  conclude  that  a  srandfethcrlng  United 
In  tl»e  will   mod  10  an  pvaroi-atlnn  aT  buslnesn  for  the  InvestKnt 
banks  lonp  aefare  the  deaOllnp.       n  actual  praclioc,   therefore,   thlB 
HDUld  conBtltute  en  iRnediately  effective  prohibition  to  do  buslnasa. 
■Limited  grondfathsring  Is  no  grondrathcrtng.* 


i-sstncnt  nankin; 

IngcmEnl?. 
I.     First, 
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g)    The   '.ri'lBltHd  permiEjlon  -   wltWn   inls   limited  granUrathcrlna  -   to 
COntlr.'^E   In   tlic   undtruDtlng  burlncao   unila  linltlng  at   the  IBM   ting 
Vw  f(    fipi  buuli.  ;s:.    ..;  ...-.taasra  outiildc  tho  United  States  lould 
hirt'j  b_e_ '.'ractl^^i  j;    ,'-■-  capacity  to  underwlita  in  the  lecurittes 
^>4iBiii>.   J  eiubvs  C-iic-^ii  uii  the  iielllng  capacity. 

n)  A  solution,  in  rfilch  the  unlimited  grsndrothcrlna  uould  be  tl«d  to 
■good  hehnulnr"  of  tho  forpign  Ins  tutluns  Uilch  li  to  be.  exaBlnad 
■t  CSrtaln  IntervBlB  (H-pr^-Kuru'hy  fiRpnrfnpfi' 1, ) .  kould  be  en  equelly' 
unsotlB rectory  oolutlan.  The  icsul  d*'  cuch  on  Bxamlnation  kOuXd 
not  be  prcdicteblc,  as  It  um- .d  be  at  the  dlBCTction  of  the  Federal 
ReteruG  so  that  the  pcrnanpn'-.  ore  sen  ce  of  the  foreign  Instltutiona 
kDulil  be  ;]oriiigni:ntlv  rujsti-oniri.  In  octuel  practiie,  ue  xiuld  eat 
■iMllnr  negotlue  conseqiiim^es  os  In  tin  cbdb  of  llnltod  grDndfatherinj. 

I)  A  permanent  crondl'^tlierlnn  iiould,  of  cdutbb,  Icsicri  ir\E  prnblcrns  for 
those  In.Htitu  lona  wiMch  ore  olreody  active  In  the  Unllcd  States  In 
the  com^i:rcicl  Drid  the  invsatmpnt  banking  ccctor.  Houcvbt,  It  taulil 
not   re    ■  _   ■   BE  neucawBrF.to   the  US-   ' 

sre  nlloirnrJ  to  npErnti!  in  '.lu  EiToL-Dsn  countrloa  ihrjugn  Lraniilite, 
•ubaldicriCB  or  afrillotcs  mt  otily  In  couinerclDl  banking  but  hIeq 
In   l(ivDSlii.:;iit  limiklng  alnuat  iiltluiit  linitation.      PrmBiiBiit  grond- 
fattierln!)   uould  uanatttntc  a  pi-Grorentlnl   treatniKnt   (iir   tlraoa   fnrelgr, 
InEtitutiniia  which  coDncnUcd  thB  necBBaary  ccpltal  or  wjIibs  of 
bualntcs  enrlier  thnn  ntl^era  and  'Jna  ksro  nbJc  to  imter  tho -United 
States   In   tltla  U'tlnBin  r.sctnr.      Such   n   ;j;ovJ!,ion  lould  canrilrt  vAth    ' 
the  pDncl-iH-  of   rii'z.t    tii:/;irignl    rn,-    .  -.-        j     .     ■:  _. 

P   Conclutlinf)   u;;  mir;   tsy   Ihiit  ^.herH   in   :  ^    j_ 

■tot lis.  Until  nnu  thi-rc  ucrc  no  con.|)llrc'.lc!no  or  nhjcciluna  tn  the 
InuKotiarnl  UrnUliiii  of  riiT-BlOn  banVn  uhlrh  had  tny  conrifctlon  nt  all 
with  thaJr  tniicurrent  activity  In  coi.-nriSJ'Ciel  brnl;)iio  In  th6  WiltEd 
States,      lii  othci  i.--.:'H,    '.!,-i-i>  I9  no  flKurlron  .'nturcat  uliith  biulct 

Uhich  BO   r^rli:,™  lii-vclupad  pJCiLlvt?  uiTi.'Lta  on   Ux   Cevvtoranni  nf 
the  reglDn,;!  rin<;n!:iiil  ci:ntBr3.     Vnu  L-an  r.co  thla  wery  clearly  in 
thil.r  chtii'i:  of  the  tuirovir  0"  thi;  regional  L^clcngca  In  Uk  United 
Status.      Thu   li.iportanEP   loJiif.h  aomn   rugiiin;!   BxtRcnQtii   l-ave    tcuchad   >■ 
due  to  a  larQi!  duQi'iic  to  the  DctLvity  o~  fiirelijii  liivcstaciit  bankn. 
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3.     Pwhlbttloa  tif  inte 


E  and  ifilti.c';atB  branching 


(b)  Thi  largE  forElori  inatutlana  ai'i  largely  represantcd  •Iready  at 
Mvtrol   financial   CEn'irs   in  t^I  United  Statea.      If   in  t>«  future 
they  unuld  not  bs  nlUi'jieil  to  Ue  present  in  mare  than  one  Stete 
thare  uoulil  be  far-reaching  consequence:  for  ttie«e 
a  reault  nf  Icasea  connectid  thereuith. 


<b)  Hany  Staten  of  -Urn  Union  wiuld  have  to  eiipect  e 
of  their  inpartance  b9  banking  pieces.     By  far 
of   foreign  banks   uDuld   ttisn  mslntaln  brancties  a 
In  Heu  Yorkj     The  relotlve  Inportance  of  aoi 
centers  uttcrc  they  had  been  represent ed  uou 


sewere  linitDtlon 

s  or  EuOaldiarles  only 
s  regional   financial 
d  be   BiUstsntially 


roiJuccd. 
c)  n  p.nawnent  iirondfathcrlnp  for  the 
'~lM:tlua  In  the  conncrctBl  barking  in 
-Btatcs  of   the   Unlnn  -   as  may   probabJ 
to  p'jrplt  the  eiiDtinQ  regional  preat 
thnce  Statea  iif  tht  Union  utilcti  becai 
night  in  future  years  have  ottrected 
rellnqulsii  ouch  hopes.     For 
uhich  in  the  last  feu  yFOTs 


natltutlonD  iMch  ore  slrefdy 
the  United  Statea  in  several 
V  be  expected  •  KOuld  continus 
snce  of  the  foreign  banka,  but 
use  of   the   existing   legal   ctatus 
foreign  banks   uiuld  nou  hauz  to 
)   uaulO   offset   those   centcra. 
;fl  uery  hard,   and  not  uithcut 


•   to  attract  forelon  banks,   as  for  euBBple  Los  Angeles, 

lOt   canUi>ue   this  dcvclon>:>nt 
through  s^iccitl  legal 
nur"bsr  of   further   reolon?! 


"ChiEogo  una  Son  Frar 
uhich   to  iiOin:?  ()cgrcE^   tlniy   li: 
auBSurce.     Then,  of  course, 
cantarw  like  Houston,  SosLoii,  Atlem 


I,   Philadelphia, 
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•  HlnnevallBi  Hcu  DtIbifu,  ^lc^  probably  uuild  ba  i 
■ttractlng  fonlgn  tieni.-«.     Ko  ftfl,-   ,r     it,  -iioild  pravsnt  thm  ami 
otbar  liadlng  dttae  to  jttnct  To.-..- vim  '-,  bo  that  thalr  aconoay 

Bight  DecDBe  Wre  Intamstlonal-cr-  ■;,■ .  ,       ■.'   ^hat  thay  aiight  profit 
fma  ■  gnjultig  coBpatltton  In  ttie  banking  buatnaaa. 

(It}  Th«  •rrorta  dlracted  sgalnat  Bultiatate  branching  have  baan  put 

roruard  on  tha  grounds  that  Anarlcan  banks  ara  not  allauad  to  engage 
In  It.     Tula  Is  ouerlooklng.tha  fact  that  the  lamp  flrr.prlcan  Eenlis 
d*  facto  are  actlva  far  btyond  thatr  hoaa  Stataa  end  are  cultivating 
ttwlr  cu*t«e«ca  froa  othsr  Stataa  of  the  Unlcn  through  tha  lo-cillad 
tdpt  Act  CorpDratlonB  for  the  Interna tlonal  banking  buslnea*  and 
through  Loan  Production  Offices  end  Bank  Holding  Companlea.     AccoTdliq 
to  data  provided  by  the  'Anarlcan  Bunker*  12  Bank  Huldlng  CDmpanlcs 
In  tht  United  Stataa  are  nalntelning  1,55D  •non  banking  □friceB' 
In  O  StetEs  of  the  Union  outalde  their  hanae  States.     A  lirgi  number 
of  th«*t  are  offering  lo-celled  gpeclaliied  financlBl  aeTvices  t^icn 
corraapond  fully  to  the  egrvlcEs  of  drmustlc  canmercial  banks.     In 

I       prsctlae,   the  preaencD  of  a  feu  farclgn  banks  in  spueral  States  of 
tha  Union  does  not  presant  a  pieferential   treatment,     Oepplte  the 
prohibition  to  engage  In  nultistBte  branching  foreign  Institutions 
■rt  mppoBCd  to  be  enstiled  to  Initiate  einllaj'  atcoa  in  tl«  future 
(far  exHnpIe,   through  Edge  Act  CorpoTatlona),     But  there  1b  no  reed 
to  prohibit  the  direct  actlwlty   through  nultlstata  branching,    If, 
■t  tfiD  aame  tlsc,    loopholes   are  eatabllahcd  to  clrcunvent  this 
prohltilllan. 
-(■)  A  peraanent  or and fathering  regarding  multlatatn  branching  tuutd  Tedisa 
thBSD  prnDltms.     But  It  uould  violate  thg  prlnclp'e  of  cpual  troat- 
Bwnt  AS  those  fariign  bonka  Blreedy  represented  In  saueral  States 
kOuld  hava  an  advantage  vi^-s-t/ls  itM'^'  foreign  banks  uhlch  In 
dlverae  centers  of  t^:]  r  aiiii  cnuntry  i.aula  continue  to  face  the 
coapitltlon  uf  flxerlcan  banks.     Raclproeity  could  not  be  guorantBcd 
through  grand  fathering  «/ilch,   In  addition,  uould  violate  tha  interest 

(of  a  nuOar  of  IndWldujl  States  of  tha  Union.     A  natlBfactory  solu- 
tion Muld  be  one  i^ere  forcirin  bankB  tnuld  be  allowed  to  be  rcpre- 
aented  In  oevcrol  Statea  of  the  Union  if  the  lau  of  Ihosa  States 
ahould  paralt  thla  ('Stenhans  Aicnoaenf). 
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Stnce  roreign  bintt  mty   obtain  ohIj  federal  chartBrs  la  the 
future  this  vould  constitute  i  discriainttlon  at  against 
U.S.  banks  which  «ay  choose  between  a  federal  and  State 


)  Foreign  banks  ara  largely  active  only  In  the  wholesale 
business.  On  the  other  hand,  the  Insurance  llaitad  to 
40.000  Dollars  per  depositor  at  the  FDIC  is  geared  prt- 
■arlly  to  the  private  depositors  with  the  respective 
aaounts.  A  conpulsory  sembershlp  of  foreign  banks  with 
the  FDIC  would  anount  to  little  for  this  class  of  clients 
but  would  present  *  substantial  burden. 


(b)  If  there  exists  already  a  deposit 


le  banks  which  .wou1 

<d  also 

1  the  c 

1  injure  tha 

deposits  of  foret 

Ign  branches,  as  1r 

■se  of  Geraan 

banks,  this  shoul 

Id  certainly  be  cor 

isider* 

d.  Otherwise 

costs  would  be  di 

lubled. 

U.S.  banks  with  j 

.  State  charter  whi 

ich  ari 

'  not  connected 

with  tha  Federal 

Reserve  Systen  an 

!   under 

'  no  obllqatlcn 

to  become  a  dembl 

■r  of  the  FDIC.  Act 

lording 

|ly,  at  tha  end 

of  197S  aore  thar 

1  400  Aaerican  bani 

!  not  BeBbcrs 

of  the  FDIC. 

(d)  In  order  to  avoid  any  taprcssion  of  discrlatnatlon, 
■«Bbersh1p  of  foreign  banks  with  tht  FDIC  should  b«  oa 
a  volwBtary  basis.  He  should  expect,  of  course,  that 
th«  potsibillty  of  Joining  tha  FDIC  should  be  utilised 
whenever  the  structure  af  deposits  would  «ake  an  iasur- 
aacc  of  the  deposits  desirable,  particularly.  If  these 
deposits  have  net  been  Insured  in  the  ho«e  country  of 
the  foreign  bank. 
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Wpplioatlpn  of  thB  fecNrral  Hewrv  Hit 


<a}  Saslcallv,   th*  FadtTsl  Ri««ivi  dcternlna*  th«  voluii  oT  the  riiarvc 
n  qui  reman  ta 

-  Tat  all  dsuetic  Initltutlona  uith  •  national  charter. 

-  roi  the  ikiM9tlc  Imtltutlona  with  a  State  chartai,  trfilcl 
volwtBTllv  Jolnail  the  Fadaral  Htaatva  Syitea,  > 

Any  ciwpulalon  to  Baka  tha  fDraign  bwika  ulth  a  State  cFiarter  aubject 
to  tha  ragulationa  of  the  FeOeral  Raierve  Act  uoula  conatltute  a 
dlacilainetlon. 

<b)  Tlnaa  AiBeatic  banka  udith  a  State  charter  which  do  not  Delong  to   tha 
Federal  Reaerwa  Syata  are  aiiiject  to  the  regulation!  of  their  home 
atate  ••  rat  ea  reeerue  retiulrementa  are  concamed.     Thla  la  elao  true 
of   farelgn  banka. 

(n>  Inaofar  as  the  prtctleal  necessities  of  monetery  end  credit  cantrola 
Tcquli-e  atrlngent  tlci  of  foreign  banka  to  the  Federal  Reserve  Syaten 
there  uould  be  m  oOJectlons.     Houever,   until  naw  auch  a  neceaalty 
could  not  bt  proven.     On  the  basis  of  the  so-called  'voluntary  com- 
pliance* tha  Federel  Reserve  uss  able  to  Influence  the  foreign  banks' 
loan  policies  without  any  difficulties.     Beyond  thet  the  Federal  Re- 
•arve  has  the  panaibllity,   used  several  times  ulth  success  In  the 
past,    to   vary   the  reaarvB  raoul rem ants   for   the   foreign  banka  In   coooe- 

<il)   Sy   Hoy  of   the   voluntary   compliance   the  Federel   RDServe   has   b1  uav a 


{•)  Itmrt  lo  thuo  no  diatinct  necessity  to  subject  foreign  honko  to  t 
legal  Jurladlctlan  and  tha  econonic  policy  tools  of  the  Feoeral 
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|1t«  shap«  to.  Until   this  hts  happcMd-,  u/  ■•n  lagil  r«c9- 
latloMt  far  foralgn  banks  sec*  pmaturc.   IraiaMch  ai  th* 
ratpanstblt  auth«rlt<«t  havt  laft  ao  d«ubt  tjiat  th*  currant 
a.$.   banking  ragulatlont  ar«  frtatljr  tn  need  of  rafar*  It 
■akas  llttla  lanta  to  adapt  tha  atatut  of  farelan  banki  to 
a  eoneept  already  undar  ravtaw  for  a  raforo. 

If  In  iplta  of  tbls  tha  Aaarlcan  Congrati  ttttt  latandt  to 
prodyca  a  rafora  of  tba  lagal  itatua  of  forotgn  baokt  four 
pelota  ibould  be  respected: 

a)  Sofficlent  attcntloa  sbeold  be  paid  to  the  different  itruc- 
tyrat  of  the  banking  lyitaati 

b)  one  ilieeld  enaure  that  the  for«al   egaal   treat— wt  of  forolgo 
banks  dees  not  effectlvelj'  lead  to  a  dltcrtotaatleoi 

c)  the  principle  of  reciprocity  and 

d)  the  principle  of  territoriality  should  be  respected. 
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U.S.  HOUSE  OF  BEPRESENTATtVES 


Jul»  15,  1977 


The  MoDOta 

1>  Fau 

1  H. 

BiHkcT 

IXratj  Ass 

.tmt 

S«i 

et«rr  for 

and  Bu 

Dep«rti..nt 

UMhlngton 

D.  C 

,  H.R.   7321.     Ai  T  atatad   In  ay 

mplecc  the! 


!■  pe«*tbl(  In  Older 
ibe  9Stb  Congrema. 

:k  up  cba  bill  dnrlBt 


n  Frldar,  Julr  22.     It  1 


retaliation  by  t 
1  Instincts  certa 

tnent  of  State  "p 
1    think    the  appro 


Kiuld  deflae  HjDt 


to  Unler  Sacratarr  Solowin  and  mold  Ilk* 
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2.  Laat  TMr  char*  lanad  Co  bt  icnerd  •■tlaftction  ulth  tba  iiand- 
[aihar  piorlilon*  on  lotaratat*  hiancblBt.  Thl*  yaar  4  niv  jitrlci  of 
propesala  >>■*•  ^arsad  lAlcIi  aaaa  to  raflact  ihc  concerns  ;ou  expttt* 
so  pa|a  4  of  TOnr  atataBant.  Tat,  too  aaj  that  concern  t)M  Ihll  sec- 
tion viDlitei  our  trdif  obi ! gat  1  ova  li  lalDar.  ii  thai  hecauB*  (he 
TMlit?  of  Iha  altuatlon  ihe  fact  that  thara  »ta  no  U.S  banki  branch 
!□(  Interaiate  ~  la  bdi.  Impormnt  In  lotarpretlm  oor  traatj  obllja- 
tlOM  tlian  Che  thMretlcal  altuatlooT 


1.     Bath  TrcaautT  ani  Scat 
Vy  Se*lion9       BaalcallT 
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policymakara 
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and  knoifledg*  of  bank  eiimilrntlons  of  our  Iranchoa  overeoa 
Thua  absent  Sec  ion  9  vhlch  both  Treasury  and  Slate  Have 
fet«nt  teasoni  for  objecting  to,  how  do  ve  achieve  neanlnif 
and  cooparatlont 


Toil  vlll  r 


all  t 


that  I 


lad   vlt 


veil    slDCBl  believ,.  ■ 

inichn 

policy         ^Ju,,-/ 

that  y 

J.     Wi 

h  laapaet  to  ,o« 

hea 

rlnga. 

ard  after  ref 
9,   could  « 

bill 

™ly  aa  It 

telacaa  tn  gu 

a  vhlch  do  not  a 

priiBrlly   .    ., 

natloni 

do  accp 

0     he  contTaiy  'to  cu 

obllgatlo 

oC  bit 

th. 

kluda  0 

depoalt. 

wldberesirlcte 

a    in   Cllforn 

dollar 

d«io.lt«,  4»lia9 

bceo 

e  In  oCha 

OUT  treaty  obltiatlsna. 

la 

that  no 

the  case 

,,Google 


Paul  B.  Bae)ur 


■at  to  thank  tou  for  piovtdlac  to  tba  rii^ll  I  nil  la  outlloa  of  tba 
t  InforBitlon  tcsudlnf  D.5.  tciacr  obllsallon*.     I  ■■  partlcularlr 
tad   In  tb*  dlatlnctloe  betvcan  baokins  ftinctlona  ncectaarT  to 
IntccBatlBDal  operaclDn*  »  oppoaxl  en  depoaltoir  aDd  tlduclar?  ftnctlana. 
Tou  Bota  Chat  tba  vatlaua  trcatlaa  forbid  actions  whlcb  diacrladwta 
atalnat  foralfn  baaka  aa  oppoaad  to  doaeatlc  baoka  which  ara  alraadT  «tab^ 
Hati^.     It  weuU  appear  fics  this  that  iaqiililii(  dlvcatltura  of  accurltla* 
HDuld  not  be  cDntratT  to  cteaty  ebllgatlDna,  alnca  D.E.  baidis 


urlnt  tba  haaclnfa,   the  naad  for  Bora 

■  banklDg  pouat*  of  D.S.  banks  la 
a  couattiaa  Dac^e  appataat'  utuid  ]rou  provide  Inforaacloii  to  tba 
Blttce  rcgardint  [heir  pomra  ovarsaaa,  lodlcatlni  vbele  oparatloaa 
.  baaka  differ  fros  choae  of  local  banks  due  to  factora  ether  than 
aferences  of  the  U.S.  banka  thcsselvaa. 

a  addition,  tba  followlnc  queatloD*  are  p<i*ed  00  behalf  of  Con(C<a«- 
umunilo,  and  I  would  appreciate  a  cop;  of  four  raapenac  to  t)>e»  4aa«- 
a  being  Mnt  dlracUy  to  Hr.   Annunilo. 

Tour  list  of  Bugieated  aaendiieiiCa  to  B.k.   733S  doea  not  iaclud*  rafsc- 

whethec  foreign  banking  Inatltutlon*  could  ba  organ- 
ized under  State  law.     Do  you  find  oo  objection  with  thla  pioolaloBT 

2.     SpeclficallT.  would  the  provlalon  of  H.R.  I32S,  which  wuld  glv*  tba 
Federal  Heaen*  the  authority  to  aet  Eeaervaa  on  forelgn-ownad  atata- 
cbarlirad  banka,  conflict  vlth  our  ulaclng  tceatleat 

Again,  1  do  appreciate  your  aaalatance  and  look  (onnrd  to  Tour 
reaponaaa  to  [ha  lotagolng  question*. 
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DEPARTMENT  OF  STATE 


July  25,  1977 


Honorable  Fernand  J.  St  Germain 
Chalrmaii,  Subcommittee  on  Financial 

inatitutiona  Superviaion,  Etegulation 

and  Insurance  of  the  Committee  on 

BaiOclng,  Finance  ajtd  Urban  Affairs 
House  of  Representatives. 

Dear  Mr.  Chairman: 

J  appreciated  the  opportunity  to  appear  before  your 
Subcomnittee  on  July  13,  and  I  am  pleased  to  reply  to  the 
additional  questions  in  your  letter  of  July  15.  I  shall 
respond  in  the  same  order  that  the  questions  Mere  listed. 

1.  The  basis  for  my  statement  that  Z  perceive  no  major 
foreign  policy  problems  with  the  International  Banking  Act 
of  1977,  H.R.  7325,  is  twofold.   First,  I  believe  that 
foreign  governments  have  considerable  understanding  for  the 
basic  principle  underlying  the  bill  —  that  foreign  banks  in 
the  U.S.  should  be  accorded  treatment  comparable  to  that  of 
domestic  banks.   Second,  while  there  are  soma  difficult 
issues  that  arise  in  trying  to  apply  this  principle  fairly 
to  foreign  banks  In  the  U.S.  (how  In  some  specific  points  to 
take  account  of  our  dual,  state  -  and  federally-chartered 
bonking  system  and  of  some  existing  activities  of  established 
foreign  banks,  particularly  securities,  set  up  In  good  faith 
under  current  laws,  but  not  permitted  for  domestic  banks], 

I  believe  these  can  be  resolved  without  Impairing  the 
effectiveness  of  H.R.  7325  in  meeting  Its  objectives.   I 
hope  the  committee  will  find  acceptable  the  Administration's 
suggestions  for  dealing  with  these  issues,  as  presented  in 
Under  Secretary  Solomon's  and  my  testimony.  As  I  stated, 
H.R.  7325,  with  these  changes,  should  not  provide  a  basis 
far  retaliation  by  foreign  governments. 

2 .  Inasmuch  as  current  state  laws  do  not  allow 
interstate  branching,  the  proposed  prohibition  against 
foreign  bank  branches  In  the  United  States  provides  na- 
tional treatment.   My  concern  is  with  the  future.   Hhat 
would  be  current  national  treatment  under  the  bill  would 
cease  should  state  laws  change  to  allow  branching  interstate. 
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I  would  urge  that  we  eliminate  this  poaslbllity  by  applying 
to  state  non-— ber  branches  o£  foreign  banke  the  saae 
regulations  as  apply  to  U.S.  banks.   In  this  way  we  will 
not  have  the  problem  -  be  it  minor  or  major. 

3.  I  appreciate  the  Coamittee's  desire  to  assure 
thorough  coordination  between  the  bepartment  of  State  and 
Treasury,  and  the  Federal  Reserve  Board.  He  tti   working 
to  strengthen  that  cooperation.  However.  Section  9  goes 
beyond  this  objective  and  appears  to  establieh  a  formal 
screening  or  review  process  tor  foreign  banXs  »rt»ich  is 
different  from  the  procees  of  Federal  Reserve  consideration 
of  domestic  banXs'  applications  to  establish  offices   In 
this  regard  Section  9  would  appear  to  conflict  with  the 
freedon  of  establiBhment  and  national  treatment  provisionB 
of  our  treaties  of  Friendship,  Commerce  and  Navigation  as 
well  as  with  long-standing  D.8.  policy  of  neither  encourag- 
ing or  discouraging  inwajrd  inveBtment.  regardless  of 
treaties. 

4.  There  are  a  few  states  irttere  TDIC  coverage  Is  not 
required  of  non-member  state  banks   As  long  as  these 
exist,  national  treatment  would  seen  to  require  that 
foreign  state  bank  branches  in  those  states  also  not  be 
required  to  arrange  fDiC  coverage   We  do  not  mean  by  this 
to  support  a  policy  of  non-insurance  for  financial  Insti- 
tutions but  rather  to  express  our  concern  for  conparable 
treatment   Hopefully,  offering  FDIC  insurance  on  an 
attractive  basis  would  assure  that  state -chartered  non- 
namber  banks  engaged  in  acceptance  of  deposits  frcn  the 
pid>llc  would  secure  such  insurance  and  thus  meet  the 
objective  of  H.H.  7325. 

5.  Our  commercial  treaties  do  generally  reserve  the 
right  of  each  party  to  determine  the  extent  to  which  the 
other  party  may  enter  into  banking  activities  Involving 
fiduciary  or  depository  functions,  subject  to  the  right 
of  the  other  party  to  maintain  banking  branches  and 
agencies  necessary  for  essentially  international  opera- 
tions.  Qualifications  or  limitations  on  the  right  of 
national  treatment  can  be  applied  prospectively  to  agen- 
cies and  branches  not  presently  In  operation.   However, 
such  qualifications  or  limitations  cannot  be  applied  to 
enterprises  already  in  operation. 
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£.  Our  traatlsB  do  not  generally  preclude  the  la- 
posltlon  of  new  regulations  which  apply  equally  to  dOBMI' 
tic  uid  foreign-owned  banks.  However,  we  do  find  p«r«ua- 
■Ive  tba  argument  presented  by  Under  Secretary  soloaon  la 
his  testimony  in  favor  of  permanent  grandfathering  for  tlia 
existing  aecurities  operAtione  of  foreign  banks. 

7.  Me  have  no  current  ccnprehenBlve  inforaation  on 
the  limitations  on  banking  powers  of  a.S.  banks  abroad 
imposed  by  foreign  governments.   He  arsi  of  coursSi  In 
possession  of  the  FINE  studies  of  the  House  Coonlttee  on 
Banking,  Currency  and  Housing. 

Mr.  Annunsio'a  questions: 

1.  Section  7(e)  of  H.H.  7325  provides  for  approval  by 
the  Board  of  Governors  prior  to  the  ostabliatiment  of  a 
foreign-owned  branch,  agency  or  connercial  lending  estab- 
lishment pursuant  to  state  lew.  It  is  et  least  arguable  that 
this  provision  constitutes  a  new  limitation  on  national 
treatment  contrary  to  our  treary  obligations.  He  there- 
fore support  Vice  Chairman  Gardner  in  hia  testiaony  before 
the  Committee  agreeing  to  its  deletion. 

2.  National  treatment  provides  for  comparable  treat- 
nent  of  foreign  and  domestic  banks  in  similar  circumstances. 
Reasonable  application  of  this  principle  to  reserve  require- 
ments entails  difficult  ludoments  of  what  is  comparable 
treatment  and  what  are  similar  circumatances.   H  R.  7325 
does  not  require  fomal  membership  in  the  Federal  Heserve 
System,  but  does  subject  foreign  banks  that  have  Si  billion 
or  store  in  worldwide  bank  assets  to  certain  controls  of  tbe 
Federal  Reserve  System,  including  reserve  requirements,   nie 
great  majority  of  the  largest  U.S.  banks  are  Fed  membersr  and 
those  under  state  lurisdicttons  Ste  already  subject  to 
reserve  requirements  set  by  the  states,  although  these  vary. 
Section  7  would  have  the  effect  of  making  reserve  require- 
ments uniform  for  all  foreign  banks  with  assets  over  Si 
billion.  The  discrimination  Involved  here  between  foreign 
and  domestic  banks  is  quite  limited  and  centers  largely  on 
the  question  as  to  why  that  small  number  of  domestic  state- 
chartered  non-member  banks  is  not  subject  to  such  reserve 
requirements  if  indeed  they  are  in  similar  circumstances 

as  the  foreign  owned  banks   This  is  a  question  which  the 
Committee  has  no  doubt  considered.   In  fact,  I  believe  only 
16  banks  with  assets  of  $1  billion  or  more  are  not  members 
of  the  Fed/  five  of  which  are  foreign  ovned.   In  any  event. 
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the  importance  of  the  setting  of  r«««rve  raqQlroMiita  for 
monetary  policy,  combined  with  th«  •xlating  Btata-i^poaad 
reserve  requirements,  allays  our  concern  with  that  ■■ctiod 
of  the  bill. 


Paul  H.   Boekar 
Acting  Assistant  Secretary 
for  Econoodc  and  Sualaesa 
Affairs 
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U.5.  HOUSE  OF  REPRESENTATIVES 


Julr  15.  1977 


Hev  Tork  Clearing  Hdus* 

100  Broad  Sticat 

■w  Toik,  N*H  Tork     lOOM 


Oa  behalf  of  the  Subcooiilttva,  I  vlab  to  axpraaa  our  appraclAtlm 
for  ]uui;  tEBtlaoDT  HadoaadaT  oa  th»  piorlalaoa  of  the  latsnaticnial 
Baaklns  Act  of  1977,  B.B.   732S.     Aa  I  atatcd  In  WT  openlas  atatsHnt. 

for  the  Senate  to  cnaplete  their  d (libera tlona  In  the  9Sth  Coosrua. 

It  la  the  latantloB  of  the  Subcoulctee  to  Batk  i^  tbe  bill  durlnf 
the  uealL  of  July  25  thioigh  July  29  and,   accordingly,  I  wuld  request 

Dooa  on  Friday,  July  11.     It  la  mj  Intention  to  dlatrlbuta  coplaa  of 
chta  letca  and  your  cesponaa  thereto  to  each  ot  the  SubcoHlttee  HoAen 


1.     On  page  6  of  your  atatenenC  you  argue  that  foreign  hanka  should  iMt 
be  required  to  ulntaln  s  aurety  bond  or  pledge  of  aaaeta  Kith  the  FDIC 

BO-c*lled  big  ticket  tianaactlons-      Tou  know  that  depoalt  laauranca  Is 
llKlced   CO  $AD,Dao  and,   cherafora,  doea  not  offer  auch  baoka  a  altnlftcaaC 
advanuga  am  does  t-t  offer  algatf  leant  protection  to  tbelr  custoascs. 
Couldn't  one  Baka  the  aane  argtHent  vlth  raapect  ta  the  large  aoney  aarkat 
D.S.  baokaT     Isn't  It  true  [hat  a  very  aubatantlll  proportion  of  tball 
lUbllttlaa  could  be  slalUrly  described! 

Do  you  think  we  should  eieapt  large  deaoatnatsd  CDs  froa  deposit  In- 
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July  15.  1977 

2.     (ta  me  S. 

raqUlEBHDCI    ■ 

11  atate,  "Th*  unanbatantlatcd  pr^d^a  chat  raaana 
Dacded  Co  ulu  banka  opacaclog  In  tba  Vnltad  Stscaa 
Boncur;  polU^-ia  ia  undercut  bT  tb*  (act  UMt  no 

birahlp  rcqulreHQC  for  donestlc  banka  la  not  a  raaulc  of  Iha  Fadual 

proposals  ttuc  vould  inpoae  the  equlvaleat  of  ■e^ax-ahlp  raqulraaaat  ii|ieB 
donssclc  banks,  albeit  ij  abollahlng  "no^arshlp." 

1.     On  page  &,   70U  note  that  "Nearly  40  acataa  do  not  vmrmlt  braneLw  n 

■genclea  of  foreign  banks." 

Would  It  uke  senss,   therefore,  to  «lialaat*  cha  dlaparlc;  tamia 
current  provialoas  applicable  to  foreign  and  dCB**tlc  btanchsa  by  pandl- 
tlng  Intecatate  blanching  by  doaastic  baska  vfaoEavar  bradchlas  bj  feralgi 

banks  18  pecBltced  (10  states)! 

4.     Uith  refarance  En  Ssctlun  8.  we  have  haacd  arguMoM  ttec  focalgD 
bsnka  that  now  have  securities  affillataa  hava  aajoyad  iapoctaat  cc^aU- 
tlve  advantages  ovei  U.S.  banks.     In  youc  a»parleoc«  ovar  tb*  past  10 
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NEW  YORK  CLEARING  HOUSE 


July  20,  1977 


The  Honorable  Fernand  St  Gsxinaln,  Chairman 
Subconmlttee  on  Financial  Institutions 

SuperviBiODi  Etegulation  and  Insuranc« 
Coumittfle  on  Banking,  Finance  and  Urban  Affairs 
United  States  Bouee  of  Bspresentatlves 
Washington,  D.  C.  20515 

Dear  Hr.  St  Geratain: 

Pursuant  to  your  requaat,  the  following 
responses  are  submitted  to  the  questions  raised  in  your 
letter  of  July  15,  1977; 

Question  1.   Branches  of  foreign  banks 
are  almost  exclusively  engaged  in  non-retail  banking 
business.  As  a  result,  we  continue  to  feel  that 
deposit  insurance,  with  Its  maxlnutn  coverage  of 
$40,000,  offers  such  banks  no  advantage  and  their 
custraners  no  significant  protection. 

As  to  the  large  certificates  of  deposit 
issued  by  money  center  banks,  we  feel  that  public 
policy  reasons  support  the  exclusion  of  such 
certificates  fram  deposit  insurance.   In  effect, 
these  banks  are  paying  for  insurance  which  as  a 
practical  matter  will  be  of  no  value  to  customers 
purchasing  these  certificates. 

Question  2.   We  have  over  the  years 
carefully  followed  the  various  legislative  pro- 
posals of  the  Federal  Reserve  Board  requiring 
manadatory  membership  in  the  Federal  Reserve 
System.   More  significantly,  we  have  also 
observed  that  Congress  has  been  disinclined 
to  impose  such  membership  on  state  chartered 
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Fernand  St  Genn*ln,  Chalnnan 


banks  which  have  elected  not  to  join  the  Federal 
Reserve  Syatan.   In  view  of  this  history,  we 
feel  that  the  impoBition  of  reserve  require- 
ments and  related  provisions  of  the  Federal 
Reserve  Act  on  foreign  banks  would  clearly 
be  discriminatory. 

Question  3.   The  ten  states  which  have 
enacted  legislation  permitting  entry  by  foreign  banki 
have  made  a  deliberate  choice  to  augment  their 
banking  system  in  this  particular  respect    Such 
states,  if  they  chose  to,  could  also  authorize 
branches  of  non-member  banks  incorporated  in  other 
states.   Moreover  under  section  3(d)  of  the  Bank 
Holding  Company  Act  such  statea  may  permit  entry  of 
out-of-state  bank  holding  companies.  This  recogni- 
tion of  the  right  of  a  state  to  make  its  own  elec- 
tion alloviB  experimentation  and  development  on  a 
state-by-state  basis.   There  ia  no  need  to  abandon 
such  principles  When  dealing  with  foreign  banks- 
We  would  also  note  Chat  domestic  banks  are  not 
in  fact  prejudiced  by  this  limited  degree  of 
interstate  banking  permitted  foreign  banks. 
Foreign  banks  are  competing  in  a  sophisticated 
international  market  and  their  draiestic  counter- 
parts have  the  ability  to  establish  Edge  Act 
Corporations  and  loan  protection  offices  in  such 
states. 

Question  4.   Clearing  House  banks  have  not 
encountered  any  competitive  disadvantage  as  a  result 
of  the  existence  of  securities  affiliates  of  foreign 
banks.   Moreover,  we  have  no  knowledge  of  other 
domestic  banks  throughout  the  country  -experiencing 
any  competitive  disadvantage.   The  securities 
business  conducted  by  such  affiliates  is  largely 
CMifined  to  Servicing  their  foreign  customers  in 
the  United  States  market.  Such  securities  activities 
have  been  modest  in  scope  with  only  a  minimal  impact 
when  collared  to  the  size  of  the  United  States  market. 
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•and  St  Germain,    Chaiman 


He  would  again  like  to  express  our  appreciation 
the  opportunity  you  have  provided  us  to  present  our  views 
I.R'  7325.   Please  contact  me  i£  we  can  be  of  any 
:har  asalstanoa. 


Very  truly  yours. 


|X-^.  ^ 


joogle 


U.S.  HOUSE  OF  REPRESENTATIVES 


Honerabl*  Hllllu  E.  Uhlcasell 
Secr.tary  of  Banking 
Slate  of  PenDsylvanla 

1013  ElghtaenCh  StraaE,  H.U. 
HuhinEton.  D.  C.      Z003fi 


On  behalf  of   the  Subcomlttee,   I  vlah  to  upTMB  our  appracUIln 
for  youi  taBtinoDy  tlednexla;  on  Che  pTovlelooa  of   tb*  InteTBatlimal 
Banking  Act  of  1977,  H.R.   73Z5.     As  I  atated  ia  aqr  apanlns  atataKBt, 
ue  ace  Boat  inxinua  to  conpleca  action  ea  iluicUT  ••  peaalbla  1b  aidci 
for  the  Senate  to  coaplete  their  dellberatlona  1b  tbe  95th  Coasrcn. 

It    Is    the    Intention   of    the    Suhco^lttea   ta  aark  up   (ha  bill   dutll* 
the  ueek  of  July  25  through  July  29  and,   accocillDCly,   I  muU  raquaat 
tlvat  I  receive  your  reapoDse  to  the  follovlns  queatiou  no  later  than 
nooD  on  Friday,  July  22.     It  la  iiy  Inttntlen  to  dilUIfcuta  copiaa  of 
thla  letter  and  your  leaponae  thereto   Co  each  of  cha  Subcs^ctaa  HallMn 


ed   chat  over  half  of  cbe  94  foialsB  ba 
In  cha  U.S.   are  held  by  thaa*  bank*. 
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dlalBuatlva 
Reavrva  bH  UpoHd 


BoBDiablc  HUliM  B.  VhltMUl 
JnlT  15.  1977 

Tur-«tf  1S7S.  flfcMa  toal^  baidu  bad  D.B.  bai&li«  mmmta  at  armt 

Jl  billion  Ud  thalT  aurcgata  MfM*  Kara  til.}  blllloa,  an  laetmu*  of 

St  bUllao  svcT  tba  pccvloua  raai.      Cao  wa  affecd  to  IsnoTa  any  COBpatl- 
tlva  advaacai*  poaiaiiad  hr  fUtaaa  bu^a  baoka  with  ovar  fl  blUloD  sf 
D.S.  aaaata  who  addad  H  blllloB  to  cbatr  auratata  aaacta  In  onlr  on* 

BDta  that  Tuervca  arc  a  tai  on  banks,  but  yov  do  nol 
Ibat  ThlB  tai,  like  any  otbt,  caa  oparaca  as  an  Inci 
for  certain  klnda  of  behavior.  Sloca  1970,  tha  Fede] 
thl«  tai  ■on  Eutodollat  borrovloga  of  D.S.  banks  lo  dl 
of  funda  Into  the  B  during  periods  of  tight  noney 
but  How  of  funds  betveen  tha  U.S.  offices  of  forel) 
dollar  urket  la  quite  aubstintlal.  Batueeu  March  ai 
there  naa  an  outflow  of  S)  biUloo  fTO«  theae  office, 
due  Ion  In  total  foreign  banting  aaaeta  to  (66  blllli 
riowa  of  alallar  aagniCude  In  the  paat.  Doun't  the  Tac 
tbla  tool  to  dUcourige  tbe  axtraM  volatility  In  ccadli 
Cheae  fln»s  create? 

Should  It  uaa  ocbat  toola  iaataad,  for  mxt^l;  aach  ■■  tha  problbl- 
tloD  oa  paynant  of  latar«st  <m  noniasldeot  dwoalt*  auch  aa  ace  cdnooly 
uaad  by  Iha  cantral  baoka  of  other  davalopad  eouatrlea* 

4.     Tou  objact  to  tha  Federal  Keaeme  having  vato  pCTrar  orar  atate- 
cbarlatad  otflcea  of  foreign  banks.     Tou  are,  of  caoraa,  aaara  that  tbe 
PDIC  now  haa  that  autboritr  with  rcapect    to  Inautad  doMatIc  banka.     It 
la  mj  underatanding  that  one  of  tha  vlrtuaa  of  tha  dual  baoklni  ayaCM 
U  Ibat  there  la  a  ayatM  of  chacka  and  balancea.      la  that  not  trusl 

It  tha  Fadaial  Scaarve  la  not  to  havo  this  tola,  and  tba  FSIC  eaBaot 
have  It  over  aganclei  vhleh  atcept  do  dapoalta,  hoir  algbE  »a  pcovlda  a 
■yets  of  cheek*  and  balances     or  foreign  bank  oparatlonat 

9.  Ob  page  4  of  your  statHicnt.  you  note  that-aeven  SiS.  baA  balding 
cmpanlei  own  banks  la  aore  than  eaa  ataca  through  tba  grand  fa  tha  ring 
provliiona  of  tba  Bank  Boldlag  Conpany  Act  of  1956.  Ian  It  true  tb«I 
three  foreign  baoka  —  Tba  lank  of  Tokyo  and  two  Canadian  banks  atao 
have  banking  aubEldUrJsE  In  ■«■  than  ooe  atate  because  these  actlvltlea 
were  grand  fathered  In  19S6I  Doean  this  nltJgete  agalnat  ioue  of  lb* 
aupposed  conpetltlva  advaotagea  of  U.S  bank  holding  coopanlca  In  that 
foreign  banka  have  alrMdy  bean  aceordad  equal  Itaataant  la  this  arost 
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July  26,   197J 


*BOTmblB  Famand  J.  St  GeTwain 

afeco^iittee  on  Financial   Institutions 
Suparvision,  Regulatian  and  In' 
.3(  RB]rbiirn  Kousa  Office  Building 
Lshiniton,  D.   C.      ZOSIS 

<  *T  Rapresentative  St  Carmaini 


L  accordance  with  ths  raquest  contained  in  your  letter  of  July 
•  ,  19TT,  I  ■■  subaitting  the  following  connents  In  response  to 
'Ttain  questioni  vhich  you  have  asked  relative   to  tKe  above 

ai. 

LJ     y«u  have  noted  that  none  of  the  out-of-state  offices  of  our 
>Be«tlc  bank  holding  coipanies   can  directl]'  accept  donestlc  de- 
osit*  iriiile  nulti-state  branches   of  foreign  banks  can  do  so. 
ou  aak  whether   I  view  the  power  to  accept  deposits  by  these   for- 
ign  branches  in  aultl-state   locations  as  being  significant  or 
at  ilgnificantT 

lie  deposit-taking   function  of  foreign  branches   Is,  of  course,  of 
OM  significance  because  this   is  what  actually  distinguishes   then 
ran  foreign  agencies.     However,   this   deposit- taking   function  Is 
•rtainly  not  highly  significant  when  viewed  in  the  context  of 
roviding  such   institutions  with  a  coapetitlve   advantage   over  our 
oaestic  banks  which  cannot  branch   interstate,  but  which  utilize 
be  bank  holding  structure  to  carry  out  bank-related  activities 
B  virtually  every  part  of  our  country.      As  you  know,   the  pre- 
ondarance  of  aultl-state   foreign  banking  offices  are  confined  to 
m  York,   Chicago  and  California.      In  California  doaestic  deposits 
■nnot  be  taken  by   foreign  branches.      So,   realistically  we  have 
uly  two  states   in  this   country  in  which  nulti-state   foreign 
rancJta*  are  actively  engaged   in  direct  deposit-taking  activities, 
iw  York  and  Chicago  where  foreign  branches  are  confined  to  the 
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HoMTablB  Farand  J.   St  G*rMi« 


!■  contTUt  to  this  rather  rastrlctai  Hati-state  pra 

ralatimlr  few  foraim  riiaches.  oar  lirje  doaestic  hanks  t&gaie 
ID   far  ■ore  citcnsin    :;   f»;to  interstate  baBllni.      As  pointed 
out  during   testiBonr  tSlS,  that*  are   IS  bask  holdlns  coaptnies 

alODc  with   1,642  bank-    T  lated  officas.  approiiaatelr  l,«5  of 
ntLicli   17  -.iiei  other  tltu  that  of  the  anchor  bant  of 

the    t^l:.     .  Tl-.ese    LS   biiik   holding    coBpanies    througli 

theLtt.-  idiar:..-    ..-;   -.  ■  ^ . ,  -  '.  .  .  ■,,    --.^ep? 

ties   ar:         .   direc-  end   result  is  in 

llTle    'Lt ,       .    the    sia  the    parent   bant.      And,    as    a   aatter  of 

fact,  our  doBcstic   interstate  bank-related  actirities   undoubtedlr 
result   in  a    greater  voluae    of  deposits    for   their  parent  banks 
than  <!□  the  aiiecl  deposit-takiog  operations  of  ulti-state  for- 
elsn  branches . 


due    in   large   part   t  -ir.e-i  i'ven   door    econooic    policies  0 

this   country.      And,     ■  ilitiss   have    unjouliledly    assiiled 

our  banks   vhich   have   continued   to   expand   their  operations   abroad 

foreign  '■>"■  ■  operating  In  this  countTr.  It  is  to  our  advantage 
to  tontinus  5uch  policies  and  not  becoae  Identified  nith  restric- 
tive, isolationist  policies  which  are  reflected  in  certain  provi- 
sions   of  H.R.    75:S. 


pect   to  the  question  as   to  whether  or  not   the  Federal 

..  I  nsL>:     reserve-settiTii!   authority  over   -        -        ■      ■ 
lurage   eitr         volatility   ;n  credit  narlet! 


!   authority  over  foreign  banks 

.-    --  .,    -.1  credit  market!  caused  by  fli 

of   fund*  betneei!   :    S.    offices      :    foreign  bank',  one  Bight   obsor 


that  eft&rts  bj    '.       Fed   to  di      .  jrjge   inflows   or  outflows   of  fund* 
have    not   warl.e.:    ■.    1,     ,  ■.  - 1   vork   well    over    long   periods  of 


■aintain  noderate  nonetary  policies   over  an  extended  period  of 
tiae. 

One  part  of  your  question  states   that  the  flows  of  funds  betireen 
the  U.S.   offices  of  foreign  banks   and  the  Etirodollar  aarkec  are 
quite  substantial.     Obviously  this  phrase.   In  itself,   is   true. 
However,   it  aisses   the  aiore   iaportant  point   that   flows  of  funds 
between  U.S.   donestic  banks   and  foreign  banks   abroad  are   far  botc 
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HoDOTsbifl  Feriund  J.  St  GaraaiD 

July   26,    1977 
Page  Three 

lubstantlal  and,   additionally,   that  such  floiia  betwaaD  financial 
instltutioas   located  in  thi*  countrr  and  financial  Inatitutiont 
abroad  should  be  quite  substantial   if  the  United  Statea   i*   to 
maintain  its   role   in  foreign  trade.     The   challenge  iaplled  by 
your  question   is    that    the   U.S.    should  partially  irlthdrsv    froB 
intematlonal  trade,   including  exports  which  are  t"<>tiy  facili- 
tated by  the  presence  of  foreign  facilities   in  the  United  States. 
Certainly  that  is  not   the  type  policy  that  would  be  in  our  na- 
tional  Interests. 

Regarding   the   concept  of  excess   flows  of  funds  beyond  those  aada 
to   accoaaodate   foreign    trade,    this    in   the    long  run  Bust  be   done 
by  naderate  aonetary  policies   iBpleaented  through  the  Federal  Open 
Market  Connittae.     Unfortunately,  we   are  still  suffering  trom 
nonetary  excesses   of  1965-1972   -   excesses   largely  responsible  for 
the  overabundance  of  dollar  ownership  accuMuIated  abroad. 

(<)      The  veto  power  proposed  for   the  Fed  under  Section  7(e)   appears 
to  be   greater   than  that  exercised  by  the  FDIC  with  respect  to 
those   institutions  which  choose   FDIC  insurance.     Even  with  respect 
to  the   FDIC,   however,   it   is   the  position  of  CSBS  that  the  co^ie- 
tence  of  stete  banking  departaeats   is  such   that  the  chartering  of 
a  bank  by  a  state  banking  departnent   should  automatically  carry 
with   it  insurance  in  the  same  way  as   it  does   for  the  Coaptroller 
of   the  Currency.      Legislation  introduced  by  Senator  Wllllaa  Praxalre   - 
S.    684,   the   Federal  Bank  Commission  Act  of  1977   -   could  reault  In 
automatic  insurance  being  granted  to  state-chartered  banks. 

It  is   interesting   to  note   that  during   the  discusalon  of  this  bill, 
FRB  Vice  Chairman  Stephen  Gardner,  when  being  questioned  abomt 
Section  T(e)   and  its   adverse  effects   on  the  dual  banking  system, 
stated   that   he    considered    this   provision  unnecessary. 

The   checks   and  balances   Inherent   in  our  dual  banking  ayatem  do  not 
bestow  authority  to  curtail   a  fundamental  power   of  a  primary  reg- 
ulator, which  would  be    the  practical   effect  of  T(e).       I  believe 
that  H.R.    Ti2S   through   its   dual   chartering  and  licensing  provisions 
will    afford   the    federal   government   a   greater    "presence"   in   the 
oversight  of   foreign  banking   Institutions   operating   in  this   country. 
The    FDIC    already  exercises    supervisory    responsibility  with    the   state) 
in  the  oversight  of   foreign  banks   organized  as  subsidiaries   and 
CSBS    is   on   record   as    offering'  to    furnish    the    Fed  with  data  which 
it   demonstrates   it  needs   in  carrying  out   its  responsibilities   re- 
garding foreign  banks   operating   in  this  country. 

(5)  You  pointed  out  in  your  letter  of  July  IS  that  three  foreign 
banks  have  banking  subsidiaries  in  more  than  one  state  as  a  result 
of  grandfathering  provisions   of  the  Bank  Holding  Company  Act,  and 
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Honorabl*  PaxiiaDd  J.   St  Garaain 
July   26,    1977 
Fag*  Four 


inquira  as  to  Khether  this  does  not  in  fact  aitlgatc 
of  the  supposed  advantages  of  U.S.  bank  holding  codf 
have  seven  banks  in  >ore  than  one  state  through  thei 
fathering  provisions. 


:  that 


>oth   foreign  bank: 


lo>estic  bank  holding 
irded  equal  treataent  in  the  aulti-state 
IS  of  the  Bank  Holding  Coapany  Act.     This 

-  ■■   -   nuch  larger  picture   that  in- 

I  nunber  of  bank  holding  coi- 
:ate  in  this   country.      In 
of  bank-related  activltlas, 
ily  SHall   nunber  of  forel|n 
ifined  predominantly  to  Nev  York, 


grandfathi        _  . 

aspect,  however,   is  but   one  part  of 

Volvos   the       ■ " ■ 

panies  operating  in  virtually  every 

bank  branches  and  agencies 

California  and  to  Chicago. 

overall  light  of  such  activities,  our  donestic  bank: 

bank  holding  coapany  activities  carry  out  far  sore  i 

ing  actlvitlea  than  do  the  foraign-owned  banking  in: 

rely 


thrc 


I   the 


Executive  \ 
Econoalst 
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BBXTIBH  BANKERS'  ASBOCZATIOIV 

lO   LOHBANe  *TlliaT  ■  LONDON     CC3V  StL 


22nil  Jul7>  1977 


I  am  writing  to  say  how  much  I  and  i^  coll— gii— 
tppreclated  ti^  opportunity  to  appear  before  you  and  your 
lub-Caad.ttee  on  ^eeday  last  and  to  tiiank  you  alncerely 
^ox-  tlie  very  kind  and  courteous  way  you  recAived  ue. 

We  feel  that  we  have  had  an  opportunity  to  explain  to 
KNIT  Conmlttee  the  difficulties  which  the  banks  fmt  Europe 
nvlsage  If  H.B.  7325  la  adopted  wldumt  som  ^andMut  and 
>e  hope  that  In  appearing  before  you  we  nay  b«M  node  a 
:oaacructlve  and  helpful  contribution  towards  tlie  acblsviaent 
>£  a  satisfactory  solutloa, 

Tou  Invited  us  ».t.  the  hearing  ta  sand  a  wlttoa  proposal 
concerning  F.D.I.C.    Insurance  and  dils  is  expected  to  have 
reached  you  by  the  tlae  you  receive  tbls  latttf. 


CoDgrasBman  Femand  J.   SCGemaln, 

Chairman, 

Sub -Committee  on  Financial  Inatlbtlaas 
Si^ervlslon,  Begulatlon  and  Insurance 
of  Che  Conmlttee  on  Banking,  Finance 
and  Urban  Affairs, 

U.S.  Bouse  of  Representatives, 

2129  taybum  House  Office  Building, 

Washington,   D.C.   20S1S, 
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U.S.  HOUSE  OF  REPRESENTATtVES 


July  11,  1977 


Hllllu  D.  Rog«s,  Ewgulre 

Aneld  i  toifr  i 

1229  19th  St(*«t,  M.H. 
Vaihlnston.  D.  C.      20036 

[>■•[  Hr.  Rcgar*: 

FluK  npruB  to  Lord  O'Bilaii  at  Icchbotj,  Dr.  Holftwig  Jibn, 
and  Hr.  Paul  Fkbrc  th*  Subco^lttca's  ■ppraclxtlaa  for  tlwit  tMtlBODT 
on  cba  pcntBlsna  of  >.K.   732S,  dn  lataVutloBil  Biiikli«  Act  of  IfTI. 
II*  cirtiluly  iccoiDli*  th*  HCTlflc*  thtia  lEBtlnu  Hdi,  and  oacc 
•gain  tn  do  ragiat.  as  I  *xpru**d  tiill]r  In  cha  basTlJisa,   tba  aaeenKT 
for  rttchadullnf . 

Tha  Subco^iittea,  of  oaorac,   t»  Kuloui  to  contloua  Its  atudy  of 
tha  prcnlslona  of  tbla  bill  sod,  Co  asBlit  tbo  Subco^ttH  in  radici- 
lol  OD  tha  muaatad  aaandacnta,  I  would  appcKlata  an  cacIjF  raapoaa* 
to  tba  quutiou  vhleb  fallo*.     It  voold  ba  balpful  to  baia  jfout  rcapmu 
by  mdair,  July  29;  botnval,  I  can  appraclsta  dlffieultlaa  irtiicb  yoa  ■> 
bavt  In  CODtlcting  Mch  af  tba  Hitncasca.     Tharatore,  could  you  pluac 
lot  ■*  know  whm  I  can  expect  your  i^pmsa  If  71H1  eaniKiI  ncet  the  rt- 
^••tod  dsadlliM. 

Th(  qucatlou  follow; 

a  ccHilt  of  blaUrlcal  davslt>p«aita  and  as  B  KBttar  of  public  policy. 
Tou  argue  that  Sacilon  g  of  tha  Intarna clonal  Banking  Act  will  hava  aa 
advene  Impact  on  Ganan  banking  tcadltlona  and  gcrrcTraant  policy.     Last 
year,   the  Anailcan  preaa  reported  that  an  oacl-aonopoly  cc^lislon  had 
b*«D  foisad.  ta  Garaany  uid.'bad  aada  a  report  to  cbe  goiarment  adwocatta 
a  reduction  in  bank  holdlaga  of  oqulty  In  Csrvan  corpora ilona  to  bioadan 
the  biH  of  ownership  in  ths  liilustclal  aactor.     Could  you  provide  In- 
foraallon  on  tha  role  of  tha  Co^Uastoe  and  its  rac u^ uudatlonaT 
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Jolr  21,   WJ 

1.     (lord  O'tiiami.     AppHiiot  battum  tfaa  Same*  Subco^lct**  la  J4du«j, 
1976.  Lmd  O'Bilai  autad:     "I  ihlok  It  la  fair  to  aay  Uiat  tb*  loralta 
baolu  Hbo  reillic  thJC  In  tmt  iMp«cta  tbcT  have  bam  allwad  to  do 
[blDga  which  aca  aot  sEdinarllT  allnifad  to  diaaatlc  baiika  aia  aoataai  with 
tba  prucat  penltlDii  aad  hopa  thai  It  tm't  ba  cbaoM^. 

"On  tlu  ochat  band     ve  all  recognlie  that  aatUoal  autbotltlaa  taava 
■n  unquMtlooad  tight  ts  Tagulata  Ihali  am  baoklns  ayataa  In  any  nay 
■falch  (bay  «m  fit. 

"SlDC*  all  baoklns  ajritMU  dlffar  asa«A«i  oaa  txam  tha  ochar.  It 
la  natural  that  autborltlaa  ahould  ulah  to  ictulata  In  a  wair  lAlch  aulta 

"If  they  dacUa  that  yout  ayat^  ta<|ult*«  nav  latulattona.  It  wuld 
cattalBly  ba  the  hop*  of  ihoif  I  rapraatDi  that  any  naw  tagulatlona  wiiild 
b*  appllad  IB  a  aaniLlBctliil.naiary  Minnar. 

"Ihat  li  to  say  that  fotelgn  banka  sraratlnf  bat*  vlll  do  ao  undar 
tha  a^  tars*  ||  dOM-atlc  bii^ka      Tbla  la  (ha  objactlv*  U  >oat  cotntilaa 
1  think  va  can  elala  in  taiaft  that  It  1*  lacialy  achlanad. 


"I  aa  Ml 

baata  thara  atU  ba  nama  frca  tha  paat.  Maw  tfgulaclona  alght  Doa 
alloa  thlnia  irtilch  fOTalffi  l>aiiki  bav«  'bran  dulng  In  tha  Vnitad  Stat 
iMCica  np  to  data,  [gc  auipla.  lii[«r>[it(  branching  which  asaa  do 
sr  tba  co^lnatlon  of  dapoalt  and  (acutlilaa  buatnaaa  which  asH  oti 
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Jolr  U.  1977 


prejudlcUl  to  th»  Inceriwtloniiliat 
1  say.  ue  chink  has  baan  bcncflcUl 

Dm*  Leid  O'BrlcD  stiU  bold  this 


*.      [AppToptlatc  mtm 

bruichlng  oa  Page  S 


grand fal tiering  of 
Although  further  1 
vlll  bE  undpr  dO  a 


if  tJw  EEC  prcparad  si 

ons  «■  foreign  banlis 

ral  Tteserve  Board,  anl 
nteralatr  branching  of 
cemtate  braiKhlng  vlll 

3.  banks  also  smlttiig 
M  ol  which  la  by  no  » 
«*tia  bgnka 


'«lgn  banks  ull!  aval 
be  denlad  foreign  ban) 
iBtlor  In  planning  *oti 
>ao!utlan  of  thl* 


aral  Reaarve  Board  aBendwnCB  Jiffecclng 
[(■eol  asaerta  that  Cfaare  v  aoa*  aleai 
are  not  lufflclenc  to  neec  aanj  of  tba 
blsN.     lOty  are  they  not  sufficient  mud 

Dutlng  the  coucBe  of  the  hearli 
Id  be  noBt  helpful  id  ub  If  thCT 
ar  hsvlng  An  opportunlcy  to  consult  vlch 
t  BpptoprLstc  oeBni  to  resolva  the 
ccAlttee       I  trust  you  vlll  provide  the 
■  <if  Hfalch  are  encloawt 


all  c 


it  Ion 


lat  It  Hould  lead  to  apeclflc 
llnate  of  opinion  and  do 
can  banks  abroad  which  twuld 
if  the  banking  ayacaa,  lAich 


nta  whlc 

Inprovc 

Ehe  bUl, 

and  i.ia 

•Hut  na* 

problaaa 

do  tbay  ralael 

Chat  the 

EEC  pnial 

ubalc  9U 

each  01 

ar.  on  cbe 

ance  dll 

rooting  the 

panel  u 

th  roic 

LeMalBtre-B 

can  erol 

«  a  eyat 

ea  eatlafactary 
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ARNOLD     A      PORTEN 


July  25.    1977 


TIi«  HoDorBbl*  Famand  J.  St.  ( 
O.fi.  Boob*  of  RapEasantatlvas 
niii  I  iBiii.  SobcoaBlttea  on  Financial 

Inatitutlona  of  tha  CoaKlttaa  on 

Banking,  Flnanca  and  Drban  Affaira 
waabingtoD,  d.C.   20515 

Daax  He.  CHalrsani 

Thank  you  for  youx  gracloaa  lattax  ot   JVly  21. 
I  know  that  I  apeak  for  aach  of  tha  wltnaaaaa  and 
thaix  anpportin^  eollaaguaa  wban  I  may   again  Chat 
they  were  deeply  gratified  by  tha  cordial  atBoaphere 
of  the  baaringa  and  ttia  conatructiva  attitude  yon 
and  the  other  aeabera  of  the  Co^iittee  axe  bringing 
to  tbeae  eoaylex  laauaa. 

I  havB  tBlased  your  letter  to  eacb  of  the 
throB  wltnsaaea,  and  have  conaultad  with  aevexal 
of  thai  by  telephone.  They  aza  naking  every  effort 
to  coqilete  tha  aovwera  to  youx  quaationa  aa  quickly 
aa  ppaaibla. 

On  page  three  of  your  latter  you  refer  to 
your  anggeatlon  that  the  EEC  panel  aufaadt 
Bupplemental  vlewa  on  the  inaorance  dllaMaw.   I 
had  already  advised  the  panel  ot  the  L^aiatre 
teatlaony,  and  by  now  you  abould  have  the  nc 
group'a  letter  ^tob  was  baod  deltvared  to  yoox 
office  on  Friday. 

Again,  thank  you  fox  youx  kind  latter. 

S Incere ly^youxa , 

MiUiu  D.  H09an 
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ARNOLD     Be     POHTBH 


July  29,   1977 


Pernand  J.  St.  Germain,  Chairman 
U.S.  House  of  Representatives 
Subconnittee  on  Financial  Institutions 

of  the  Connnittee  on  Banking,  Finance 

and  Urban  Affairs 
Washington,  D.C.   20515 


Dear  Hr.  Chairnioni 

Enclosed  please  find  the  responses  oE  the  EEC 
Banking  Federation  to  the  five  questions  in  your 
letter  of  July  21,  1977. 

These  responses  are  being  transmitted  by  the  law 

firms  of  Arnold  i   Porter  and  Leva.  Hawes,  Symington, 
Martin  k   Oppenheimer  on  behalf  of  the  EEC  Banking 
Federation  of  which  their  cliefits,  the  French  Banking 
Association  and  Coranaribank ,  A.G.  respectively  are 
members.   Since  the  French  Banking  Association  and 
Conmerzbank ,  A.G.  are  foreign  organizations,  the  law 
firms  are  registered  with  the  Deportment  of  Justice  under 
the  provisions  of  22  U.S.C.  Section  611,  et  seg.  ,  as  agent* 
of  such  foreign  principals,  and  this  letter  and  the  enclo- 
sures are  also  being  filed  with  the  Department  of  Justice. 
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OLD    A    POBTES 

Fernand  J.    St.   Geiuin,   Chainun 
July   29,    1977 


Copies  of   the   firms'    registration  statements  Are  available 
for  public   InspttotiOD  at  the  D^artnant  of  Justice. 
Registration  does  not   indicate  approval  of   this  material 
by   the  U.S.   government. 

Sincerely  yours. 


Hillion  D.    nbgers 
Franz  H.   Oppenhe  Un^c 
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RESPONSES    OF   THE   EEC   BftMKIHG 

FEDERATION   TO  THE   SUPPLEMEHTAL   QOESTIOMS 

OF   CHAIRMAN   ST.    GBBMMB 


The  EEC  Banking  Federation  respectfully  subaiU 
the  following  answers  to  the  tive  supplwiwntal  guestioni 
posed  by  Chairman  St.    Germain  iA  his    letter  to  Willie 
D.    Rogers  dated  July  21,    1977: 

RESPONSE   TO  QUESTIOM   1 

In  his  statement  about  the  ownership  by  banki 
of  shares  of  nonbanking  ctxi^anles  in  the  Federal  SepubUc 
of  Germany,    Dr,    Jahn  noted  that  German  banks  were  at 
times   requested  by  their  goveznmenta,   or  forced  by  eco- 
nomic necessity,    to  acquire   such  shares.      Dr.    Jahn  si^lT 
noted  the  historic  development  and  the  possibility  of 
similar  developments   in  the   future. 

The  basic   facts  on  the  formation  of  the  HonopolT 
Commission  in  the  Federal  Republic  and  the  report  of 
that  Commission  to  the  Federal  Govenunent  of  July  22, 
1976,    are  as   follows: 
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The  Monopoly  Comilsslon  was  appointed  by  the 
al  Govenunent.  and  consists  of  five  independent 
ns,  t«K>  university  professors  and  three  e]q>ertB 
Industry.  The  Ccanission  is  not  an  agency  of  the 
al  Government,  but  an  independent  consultative 
with  the  task  of  making  a  report  on  the  development 
rporate  concentration  in  industry,  and  the  right 
ke  reccraaendations  for  maintaining  and  in^roving 
tition  in  the  Geintan  econcmy.   Such  recommendations 
dvisory  only. 

The  Canmission's  report  dealt  only  briefly  with 
wnership  by  banks  of  shares  of  nonbanking  con^anies, 
he  recoinnendations  dealt  not  with  present  ownership 
1th  future  acquisitions.   A  majority  of  the  Commia- 
recoomended  that  new  acquisitions  of  shares  not 
icted  with  underwriting  be  limited  to  five  percent 
le  total  capital  of  the  issuer,  except  for  special 
nstancea  such  as  a  restructuring  of  corporate  debt. 

The  Federal  Government  has  not  endorsed  the 
ssion's  report,  but  stated  that  its  reccnimendations 
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-  3  - 

will  be  examined.     The  relevant  government  departments 
think  the  recomioendations  are  in  general  too  extxeae. 
Public  opinion  and  the  media  also  considered  the  recoa- 
mendations  inadequate.      As  a  consequence,    these  recta- 
mendations  are  not  now  an  issue  in  public  debates  or 
in  the  deliberations   of  German  political   councils. 

Neither  any   legislation  nor  any   trend  towards 
a  change   in  the  public  policy  of  the  Federal   Republic 
of  Germany  can  be  expected  as   a  result  of  the  report 
of  the  Monopoly   Commission. 

RESPONSE  TO  QXreSTIOM  2 

The  views  which  Lord  O'Brien  expressad  on  behalf 
of  the  EEC  Banking  Federation  before  tbe  U.S.    Senate 
Subcommittee  on  Financial   Institutions  on  Friday,   30tk 
January  1976,    concerning  the  unquesticHied  ri^t  of  tbe 
United  States   to  regulate   its   banking  system  and  the 
principle  that  in  all  events  any  new  legislation  shoaU 
not  discriminate  against  foreign  banks,   remain  uncban?*^- 
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Lord  O'Brien's  views  axe  more  fully  developad 
in  hie  statement  before  tbe  House  Subconmittee  on 
Financial  inatitutioas,   Svpervislon ,  Regulation  and      , 
Insurance  on  Tuesday,   19th  July  last,  and  in  the  EEC 
Banking  Federation  written  statement  suhoiitted  to  the 
Subcomnittee  on  14  July  1977. 

RESPCTJSE  TO  QUBSTIOM    3 

lord  O'Brien  does  indeed  continue  to  hold  tba.  . . 
views  quoted  by  you  which  he  eiqpressed  before.,  the  .D<S< 
Senate  Subcconnlttee  in  January  1976,  and  these  views  . 
reflected  those  of  the  Eur^eon  iMUiks  be  was  repre-. 
senting.     Lord  O'Brien  would  like  to  add,  however,  that 
he  has  since  learned  that  certain  U.S.  officials  acJcnowl- 
edge  that  the  present  legislation  may  conflict  wj-th 
international  treaties  between  the  D.S.   and  various 
Eurt^ean  countries  and  that  H.R.   7325  as  presently 
drafted  is  not  without  discrlrainatbry  features. 

The  Important  growth  of  international  banking 
in  the  last  decade  or  so  has  encouraged  banks  from 
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numerous  countries  to  establish  thoaselves  Id  the  Bain 
financial  centers  and  D.S.   banks  have  done  this  Boze 
than  any  others.     The  good  relationships  existing  betMssa 
donestic  and  foreign  banks  in  those  centers  would  deterio- 
rate if  any  one  of  the  countries  concerned  introduced 
discriminatory  legislation  or  to<dc  steps  trtilch  resoltsd 
in  foreign  banks  in  that  country  having  to  reduce  opera- 
tions which  they  had  legitinately  undertaken  in  the 
past.     The  question  posed  by  Senator  McXntyre  referred 
to  permanent  grandfathering  and  in  that  context  «a  still 
hold  the  view  that  action  on  the  part  of  the  U.S.  an* 
thorities  ^ich  might  result  in  the  forced  dlnstltim 
of  branches,  or  the  termination  of  the  nonbanklDg  activi- 
ties of  their  affiliates,  would  seem  likely  to  haxdsn 
the  attitudes    In  Europe  to  the  American  banks   operatisg 
there  and  "spoil  the  climate  of  opinion." 

RESPCMSE  TO  QOBSTIOW  4 

Paragraph  19  of  the  EEC  Stateaent  attsi^tad 
to  point  out  that  regulation  of  foreign  banking  in  tM 
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bed  States   is    in  reality  only  a  part  of  the  much 

jer  policy  question  of  how  U.S.   financial  Inetitutions 

aid  be  regulated. 

To  illustrate  the  point,    the  statement  referred 
the  proposals  now  current  in  the  U.S.    to  permit  inter- 
te  branching  for  all  banks.      It  could  also  have  cited 
sr  examples.     Section  7  of  the  bill,   for  Instance^ 
Ld  subject  all  foreign  bonks  to  federal  reserve  reguire- 
ts.      It  is  said  that  this  is  necessary  to  make  the 
's  monetary  policy  effective.      However,    foreign  bank 
ats  in  the  United  States   are  dwarfed  by  the  assets 
itate  non-member  banks ,  and  the  foreign  bank  issue 
;herefore  only  a  minor  part  of  a  much  larger  question. 

He  did  not  mean  to  suggest  that  foreign  banks 
made  any  more  uncertain  than  domestic  banks  by  the 

ite  over  general  financial  institutions  policy. 

sought,   instead,   to  question  separating  out  what 
logically  inseparable  ~  the  foreign  bank  issues  — 

m  the   far  larger,    and  linked,    issues   of  national 
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financial  institutions  policy,    and  to  point  out  tlM 
disruptive  consequences  oC  forcing  changes  now  la  tlw 
business  practices  of  foreign  banks  trtien  the  rules  of 
the  total  game  might  be  changed  again  a  few  years  haace. 

RESPONSE   TO   QUESTICM   5 

The   £ollovd.ng  are    illustrations   of  the  kinds 
of  difficulties  we  had  in  mind  In  referring  to  the  pro- 
posed Federal   Reserve  Board  amendments t 


The  Fed  amendments  would  block  new  Europeai) 
banks,  established  in  the  Dnit«d  States, 
from  entering  the  U.S.   securities  industry, 
depriving  the  U.S.   of  valuable  future  eon- 
petition  and  an  important  source  of  new 
capital  flows  to  comnerce  and  industry. 

The  Fed  proposal  would  pose  substantial 
difficulties   for  foreign-owned  securitias 
firms  already  operating  in  the  O.S.,   several 
of  which  are  owned  by  groups  of  European 
banks,  because  grandfathering  would  intarfan 
with  changes  in  the  ownership  percentages, 
future  transfers  of  shares,    or  changes  in 
the  nature  of  the  subsidiary's  business. 

As  to  commercial  and  industrial  conpanlea 
in  which  foreign  banks  have  an  equity  inter- 
est, the  "principally  engaged  In  business 
outside  the  United  States*  teat  would  pre- 
clude such  companies  from  expanding  their 
U.S.   activities  to  meet  new  market 
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opportunities  beyond  an  arbitrary  level 
set  by  the  scope  of  their  foreign  operations. 
Such  a  restriction  could  place  the  foreign 
concerns  at  a  disadvantage  in  con^eting 
with  their  U.S.  counterparts. 

The  Fed  amendments  provide  that  no  domestic 
office  or  subsidiary  of  a  bank  holding  com- 
pany or  subsidiary  thereof  holding  shares 
of  such  company  may  extend  credit  to  a 
domestic  office  or  subsidiary  of  such  company 
on  terms  more  favorable  than  those  afforded 
similar  borrowers  in  the  United  States. 
While  this  sliq>llBtic  test  may  seem  unobjec- 
tionable in  principle,  in  practice  it  Mould 
give  rise  to  con^lex  questions  of  what  are 
"more  favorable"  terms  and  who  are  "similar 
borrowers"  and  would  thus  introduce  unusual 
interference  {i.e.,  price  control),  by  super- 
visory agencies  in  the  business  relatlms 
between  banks  and  their  customers. 
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ARNOLD     &     PORTER 


July  29,    1977 


Mr.    Richard  L,    Still 

Subcomjidttee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
Room  B303 

Rayburn  House  Office  Building 
Washington,    D. C. 


Dear   Mr.    Still: 

Since   the   time  that   I  accompanied  the  EEC  Banking 
Federation  panel  at   the  hearings  held  by  your  SubconaittM 
on  July  19,    1977,    I  have   filed  a  registration  statenent 
pursuant   to   the   Foreign  Agents  Registration  Act  of  1938  M 
amended.      While   I  did  not  testify  before  the  Subco^idttee 
on  behalf  of  any  foreign  principal,    I   thought   that  you 
might  nevertheless  want  to  include  the  enclosed  registii- 
tion   statement   in  the  records  of  the   Subcomnittee . 


Sincerely  yours. 


William  D.    Rogers 
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UNITED  STATES  DEPARTMENT  OP  JUSItCE 


EXHIBIT  A 

TO  RtatTUTION  ITATEUENT 

imin  iljaita  gmgmrmioit  Act  ol  IM*. 


Arnold  &  Porter 

1229  19th  St.,  B.W.,  Waahingtan,  D.C 

20036 

1750 

3.    NwaHorTioprinclpiil 
Association  Franchise  des  Banques 
(French  Bank  Asaoclatlon) 

IB,  rua  IiOFayatt* 

75009  Pu-la,  FKaac*    ^. 

[3  AusdMioi 


□  OlhndrKllr)  _ 


>  foreign  principal  is  an 


r  ■  (gnlin  pollUul  po^. 

associattoa  of  FrMieh  fa 
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■  paUtlal|«ty.«<itlwbMl^r'lKlp4...Vn  (S  ]••    Q 

l-rt^ti-l Yh  (H   H>    o 

»•**:*»* ^...Y—  ES    »»    □ 

E^Mb  hUj  lU  iMa>  auvnl  "Y«"  Ui  Ho  tOU.  Of  •ddiU»>l  ^HB  ■■  mmimi,  •  Ml  UHrt  fm  mt 

We  baliava,   withoul:  knawledge,   that  ttw  principal,  as  on  .    ^ 

association  at   French  banks,    is  owned,    directed,    contrallad  ^  . 

and   financad  by  such   Einas.  .^vt- 


July  26,    1977 


I    William  D.   Rogers  \/U\  '    tto-^— 

I    Pilrt-nar 1 / 


,v  Google 


UWTEO  STATES  DCPAnTMEKT  OF  ]  L 
-u<^j^»iJri|m   DC    20S30 

-yS^TO  REGlSTRATim  STATEMEIVT 
Vaitr  lU  For  ga  AgciiM  Reg  un  ob  A 


INSTRUCTIONS   A  ngiiu 


■■  fort  go  pnDC  pd     nduii  a( 


1   B»d  rcaboH  of 


wbieh  th*  ngidnnl   ■  iicUng  ■*  in  agesl  of  ■  foRigs  prneipal   Tli  ■  fom  ihall  ba  Red  »  A^l  ci  t 
for  (Kh  fonign  prfBopil  Miwd  i»  iba  KfuOKmi  lUWBcM  (k1  BUM  ha  BiMd  bf  or  an  btUf  of 


?(' 


IFrrach  Bank 


"jgg^i"T^a 


cawg: 


1-    ■*r7^Th»»fWilh«lmM  tlwwfiMMm—Jdwtfc—*— dfawif«  pnnc  p»l   i   .   .  .    _ 
'     ^j^Roireaatraet.  tf  tUa  bM  la  cImcWI   allad)  tMOOptoaof  ihc  caninci  tatk  aadbi' 


2.      CJI^Thanr 


lomd  Hniten  csauaci  belwMa  iha  regii  ran   and  feixlgD  pnBctpal   1^ 
ih  iha  above-nBDml  Utnigrt  pnnc  pal  haa  naul  od  1mm  an  enchant  ef 
■ce   If  h  aboi  ■cbKked.attachtwacopeaofallpeniwnlcocmpondcm 
inclod  ng  a  copy  of  aay  n  t  al  propoaal  which  has  bcca  adoplod  bjr  nfereace   a  Bach 


3       E.  Thaag™* 

cut  tl  of  Mllbara  fbnaal  m 


The   Registrant  will  advise   the    foreign  principal  with 
ceapect   to  proposed  legialatlon  dealing  with  the  regulation   of 
participation   by   foreign  banJcs   in  U.S.    domestic   financial    marXetSf 
and  Mill  engage   in  certain  political   and  other  activiCiea   on 
behalf  of  the  principal.  VTh* -fee  for'such  representation   is  to  be 
determined  periodically, -based  on  hourly  charges  and   other   usual 
criteria  for-  'legal' 'fees P]Wia'"out^f-pdeW»t  >iq?anaeB;'^"Tba -'duration 
of  ths  agroenrotiis  indeltoito.  -■    <■  ■■•■^-''■^•■-■■■'    -«"«« --^^5^ --"'>■ 
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ubdHiraia»  . 


s!£Sfwf(^ 


11  advlBB  Che  focdign- peine 

.  legislation  dealing  with  :-''-?^S"''^>.---^^ 
.ion  by  focaisn  banks  in  U  5    ■(■f."-— j-  -j-r^ 

ts.  -t_.>;  -.  :v.„iv  ^  Sfflgt*^  JT^ 
11  engag«'.  in  political  activity  ^ 
3  as  required  on  behslE  Of  the  '^ 

oE  which  may  Eequire  registcation 


K»*t 


b^  e^plor^  to  ich  e  e   L  A  puip 


-■■■:.  .      ihB    Patriate  a  [11.   wi.j.i   tEiya^K    in  political  activity       ^"       ~ 

.oii  behai£  o£    theiforeign  principal.      Such  aeCiviCy   '"•^^_J^S'        " 

i-^  include  the  representation  o£  the   foreign  principal  in  i^SS 

"'hearings  before   Congressional  committeaa,    and  preparing     '^S    .^ 

.-'-aemoranda   for  ~;silbiiiissioD  to,    and  discussing   the   inter>Bta^j3    i^lj 

of   that-  foreign  principal  with  various  menbers  of  CongresB        ^~.. 

congres9ional"3taff ,    and  executive  branch  ofEiciala  '"jji^^,   ft 


July  IS,    1977 


l^^     (Lty^w. 


■rrrr-Alr^r-™!^.' .'"'■, --»-^«SJi'.-- -,.:-,iJ*-i;^.' i    -«  i.»»^'  ™-"* 
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imireo  states  DEPAimtENT  of  justice 
Morr-raRH  REcisiitATiOH  statememt 

'  A*  renifn  AfMt  KrtiurMM  Aa  of  ISM,  m  am 


-vgv^ 


■  i^^''lr'-''j/ 


•   HllLian  D.   Itogars 


,         fiiMi,,,-^  JaeierHOn  Run  Rood 
Gc»»t  gall».    vi.    22066 


>.  OenrHiw:       Attorney 


Arnold  &  Porter 


See  attachment  1 


a*- 


la  Ins  7.  K  in  H  B>  Iiiii(H  mJurm  mdi  Hnlcw.  UdkM*  pM«4  at  prntl  Hn4e«.  (U  ^b*  ic  IhO- 
ridtM,  *  Ml  loHt  pafli  ■•»  b*  iMd.)  :_- 

I  aa  engaged  in  the  general  practice  of  law  as  a  partner  of 
the  Registrant  law  firm.  Some  oE  my  work  includes  reodaEing 
advice  and  providing  representation  to  the  RsgiHtrant's 
foreign  principals. 
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Qy™         □no"'        *""'.      '        '      ■'"•""■'"•■'       '"  •      •■■ 

Reprvsentacion  of  one  of   the   Registrant's   foreign  principals 
in  hearings  before  CongressionaL  conmittees,   and  preparing 
memDraDda   for  submission  to,    and  discussing   ^^^^'   interests 
of   that  foreign  principal  with  varioaa  members  of   Congress, 
congressional   staff,    and  executive  branch  officials. 


II.   Tl»  »n.in>  <«HcillMd  in  IIM  10  u.  la  W  i*«l*i*il  o»  ■ 

d  tall  llH  U>K                                 (^pMIIwhui*                                 Ql^KUIbHia 

□  S-lMT-A— «»                           P«                                         DC«-i-lo.-                           *^ 

■  ; 

.■ 

I   receive  a  regular  draw  and  distribution  of  partnership 

profits  plus  out-o£-poclcet  expenses. 

nitun  U  Iha  tlH  bI  niks(  thi* 


■/  A  draw  from,  and  a  distribution  of,  the  partnership  profits 

realised  by  the  Registrant,  -■■■z.^~   ■ '  'jfcSi^J: 


'  r,a^. 
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Attachment   1 


Association  Prancaise  des  Banques 

Caniara  de  la   Industria  del  Calzado 

Ambassador  of  the  Swiss  Confederation 

Swiss  Ch«ase  Union,    Inc. 

Siri.tz«rland  GEuy«re  Processed  Cheese  Manuf actucers '   Association 

Federation  Suisse  des  Associations  de  Fabrlcants  d'Horologocie 
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711 

Frankfurt  (Main),  July  2 


HouBQ  of  RepreBentativee 

Hashington,  D.C.  20515 


you  raised  the  queBtioii  at  the  July  19th  hearings  on 
H.R.  7325  of  whether  foreign  banks  alight  have  a  solution  to 
the  problem  raised  by  Section  6   of  that  bill. 

After  a  careful  review  of  the  matter,  we  have  concluded 
that  the  Chairman  of  FDIC,  in  hio  testimony  following  ours, 
has  suggested  a  well  considered  proposal  that  can  be  supported 
by  the  EEC  banks.  His  proposal  Is  that  insurance  be  made  avail- 
able under  security  arrangements  to  protect  the  FDIC  fund  fro> 
foreign  risks  but  that  the  inevitable  discriminatory  feature* 
of  this  proposal  be  offset  by  inaking  the  insurance  optional 
for  foreign  bank  branches ■ 

Foreign  bank  subsidiaries  are  already  subject  to  nandatory 
FDIC  insurance  and  foreign  bank  agencies  are  not  insurable 
because  they  have  no  donestlc  deposits. 

nt   to  you  and  sub- 
'  ResMctfully  yours. 
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U.S.  HOUSE  OF  REPRESENTATIVES 


behalf  of  cbe  Subco 


•chidul* 


InterqAtloiul  Banking  k 


H.    7325.   th 

Kirr'l  cooparatloD  vith   the   SubcoBltt* 
xarancc  for  Tuudar,  JulT  i-9' 


br  aiccelDg  to  re- 


u   for   BAFT 

nlng  the  treat. 

tha   Fadaral 

•  problB. 

Would  you  alab 

log  to  thl> 

approach. 

«»  eUboi 

at*  oo  your  Aa 

Iowa:     "Han 

country  altar 

jFini  ba  Bare 

apaelflc.  ob» 

■  have  chaoBed  the  rule* 
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D  idvocatlBt  tti*  panuHBI  Btanlfathcclai  of  ••eurltlaa  actlvltle* 
alatlon  of  Cla>*-SC*<saIl,  BAFT  niggcitcd  that  our  pacspactlv*  (hau. 

PlMac  alaborat*  on  thia  atataHDt. 

■taacly  aptneciact  BAFT*  aupport  for 
lie  conclusion  of  ycnir  jmteiH 
before  76u  lepccacnca  ■  liberal  and  faralghied  approach  to  B  caapUi  and 
Terr  Technical  problaa        Ks  7du  linov.  a  nunliar  of  aaaidaenti  have  been 
proposed       Which  -of  these  anendaeDCB  do  you  deem  necessary  to  acconpllah 
the  purposes  of  the  bill  arid  irtilcli  are  nuggeBtlona  IntmrnMi  aarel)'  to 
Jiff  uae  oppOiltloo  and  axpcdlte  paaaagaT 

5.  WTT'e  TeeoawndaClDns  seem  eonaiatent  vlth  tba  freaaat  ajaciB  of 
State  TcgulatlDn  of  fOTBlgn  becks    ocepl  On  page  J  it  your  taaClwniT 
vbere  you  recaoBend  giving  authorltT  to  tbe  Federal  Reeerva  Board  to  !■- 
poae  rewrve  lequlcBnanta  on  foreign  baaka.     Wouldn       thla  provision 
create  Inequality  In  Ch*  natlooal  creataent  of  foreliin  banks    since  tba 
fadarsl  Reiervc  liai  no  such  authority  over  donuclc  state-chartered  bank*! 

6.  BAFT  states  on  page  4  ol   yeui  tHtlBony  that  foreign  bsniu     through 
IntaiBCaca  'branching    have  unfair  advasta|e  otct  dooestlc  lianks-     ^a  ihla 
tmIIt  the  case  vban  stalljtlca  ahow  noat  foreign  branches  ate  Id  H«« 
tork  and  Illinois  and  conduct  oslnly  Hholcssle  banking    uhlle  13  of  the 
large  flDBesClc  bank  holding  coapajilea,  alone    have  1,4B3  offlcea  located 
In  •tatei  other  than  that  of  the  aacbor  bank  of  the  holding  coapanyl 

7.  I  Dotlea  that  oo  the  question  of  retaliation,  UFT  a  views  vould 
appear  to  dlf  far  troe  those  of  the  New  Yotk  Clearing  House  Aaaoclatlon. 

la  this  because  those  asahers  vhlch  support:  yauc  position  sre  leas  linolvsd 
In  international  hanking  oi  U  (  baeauee  they  aaa,  aa  do  othat  oltDaaaas, 
that  the  threat  of  retaliation  Is  not  a  reality? 

8.  Id  BAFI'i  etateKnt,   yeu  suggest  that  the  liberal Icatlon  of  tbe  National 
Banking  Act  pcsrldeiJ  by  the  bill  does  not  g<i  fur  enough  and  suggest  that 
there  ba  no  raquiranant  that  U  S.  CItlienS  sit  on  the  boards  of  national 
banks  owned  hy  foreign  banki       There  Is  a  history  of  concern  about  the 
sccessIblHty  of  directors  of  foreign-owned  bankfl  to  D.S.   courte.     This 

has  been  particularly  a  matter  of  concern  In  tbe  :>[ate  of  California.     Since 
national  banks  are  InwoWed  In  retail  banking  and  are  the  ■oat  Important 
loBponents  of  the  U.S.  banking  systen,  Isn       It  rpssonable  to  require  Itiat 
■oaa  portion  of  their  dlrcctnra  be  raaponalble  In  cha  full  aenae  of  cha  law? 


,,Google 


of  forvlgn  banks  ii  14  pci 
now.  up  tioB  10  pucent  c< 
concern  for  the  lapllciili 
sepAretion  of  banking  and 


■at  the  •Kurltlaa  aetlTltlee  ol 
:e<l*  that  financial  eervlcaa  In 

£ta  all  other  induatrlea  In  the 
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BANKERS'  ASSOaATION  FOR  FOREKSN  TRAI3E 


of  tha  cosalttee  on  Banking,  Pluuica 
Faybum  Building 


On  behalf  of  tba  BKFT  I  ulah  to  thuik  yra  Cor 
thii  oppoTtunlty  to  addreas  in  Bora  detail  acaa  of 
tha  ii^rtant  iiauaa  pcaaantad  by  H.R.  732S.  tha 
Intarnationil  Banking  Act  of  197T,  and  wa*  of  tba 
aBAndoanta  propoaad  therato.  Ha  hava  glvan  carafol 
conaideratlon  to  the  ijuaatlma  caiaad  ia  your  lattar 
of  July  Zl  and  have  nud>arsd  each  of  OBX  repliea  to 
correipond  vith  tba  nuaiber  of  tha  ralavant  qoeatiim. 

1.      Hhile  it  ii  probably  n 
perfect  equivalency  of  operatin 
bank!  in  the  U.S.   and  dcoeatic  bank!, 
the  legislation  propoaad  by  you  COi 
Tliia  ii  alao  our  view  vLth  raapect 

'  n  tha  Comittee  bill  for  foreign 


ictivltiea  by  foreign  baoki 

La  penitted  in  thi*  area  under  B.R.    T31S. 

sank  a  question  thi*  BUT  poiition  Of 

It  since  O.a.   benka  engage  in  extenelTa 

sanking  activitiea  through  the  ■ 
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:ies  paiDlttsd  under 

:he  coiDpetltive  advar 

lultiple  subsidlarifli 
:he  other  hand,    ag«nc 


>uia  give  foreign  ban 
Iflcally  authorliBd  t 


<ould  benefit  c 


1 though  ou 

foreign  in 

1  as 

ape 

cif 

kins 

o 

eign 

veacmenCB, 

totally  exptopr 


luthociiod  undar 


3  pulilic  yuL^omm 
s  ability  to  Hke  socb 
Ity  for   foraiQD  b«nka 
bank! .      Thua .    loralfB 
e  of  participating 
'-  "  H.B,   73JS  vara 

ia  Fad*B  pcopoaad 


■pond  to  your  raquaat 

roadar  ranqa  of  V.S. 
vcly  langthy. 

in  of  U.S.   buk 
a.  Mainland  Oiina 

ig  all  U.S.  banking 
in.  In  a  allghtly 
onalliad  all  U.S. 
lanada  in  Che  Bid- 
leishlp  in  Canadian  banki 
'er  a  lO-yaar  pariod. 
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baan  co^iletsd.   Bowamr,  th*  Canadian  Pacll 

to  om  and  control  bcancha*  In  that  country.  Chile  ondac  Alland* 
In  19T1-72  followBd  a  couria  siiallar  to  Igypt  undar  OaaaBi,  l.a. 
naClonallilng  foreign  banka  vlch  ccapansatlon. 

tHO  racant  aioifilaa  of  aacloua  llialtatloaa  on  mlatlng  D.s.  bank 
l&vsitwnt*  are  Coloaibia  and  Rlgarla.   ColoaibiaD  Isgialatioa  provldaa 
for  a  BBDdatory  aBll-dom  of  D.B.  ownarahlp  in  bank  brambca  in  that 
country  traa   100  percant  to  a  49  parcant  bbzIhim,  svar  a  thcaa-yaar 
pariod  andlng  in  Deceatiar  1978.   Nigarla  racantly  anaofead  laglalation 
providing  for  Chs  qovemnent  to  taks  ovaE  a  alzty  paioant  ooiMEBhlp 
intaraat  in  foralgn-owned  etiamrelal  and  Barohant  bank*,   nti  dcaatic 
changa  la  to  be  accoafiliabed  in  only  alic  Bontba.   On  tha  otbaz  bandf 
Braall  and  Hsxico  in  the  195a-a  eaactad  legialation  prohibiting  foiaign 
banli  operationa.   It  should  ba  notsd,  hoaravaE.  that  in  Haxloo  Citibank 
ma  tha  only  bank  grandfatharad,  and  In  Bratil  tha  only  baoka  bana- 
tltlng  ITOB  tba  grandtathac  provlaion  ware  CltlbuA  wtd  tha  Flrat 
National  Bank  of  Boaton. 

3.   BUT  aoggaated  that  the  D.B.  attitada  toward  tha  grandfatbazing 

oparatlons  in  violation  of  tha  aiaaa-3t«a9ell  Act  aboold 

priaarlly  frtia  tha  atandpolnt  of  foreign  Invaa^aant 

oaltlon  In  thla  area  la  part  of  our  ganaral  attitada 

athering  ol  foreign  bank  operationa,  nhioh  la  baaad  on 

t  tha  u.H.  aa  a  principal  exporter  of  capital  baa  an 

B  changad  suddanly  t 

a  to  atabiliza  Ehair  rulea  for  foreign  Inveataaat,  It 
or  the  U.S.  to  eet  a  good  exaapla.   Itio  eatiatlng 
Bxeaptlon  of  the  Glaai-Steagall  Act  irlth  raapact  to  aacurltiaa 
activities  of  torsign  bank*  cannot  ba  tanainatad  without  daaaglng 
our  national  inCarest  with  respect  to  atabllity  of  foreign  inveabMn 
He  therafora  real  that  grandfathering  thaaa  actlvltiaa  la  tba  beat 
way  to  reaolve  the  public  policy  laauea. 


inaca  Section  7{a)  of  t 
federal  Reaarve  Board  e 
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Aaaod  Sastion  5  to  advanca  tba  grandfathai' 
data  lor  aultl-atata  oparation*  o(  foraign 
banks  Co  tJw  data  on  wtiich  H.R.    T»S  la 

raportad  out  of  c 


1.     Granting  auchotlty  to  tba  federal  Beaerve  aoard  to  iapox 
re  requlreiwnta  on   Cocaign  ^nka  would  not  vioiata  the  prlncipla 
:ional    UrcatmenC  deiplte  the  tact  that  no  lucb  authority  CKlati 
respect  to  domeatic  atste  charterad  non-nanber  banks        The   fact 
!  oatter  is  that  as  fsE  as  vb  ore  abia  to  ascsitaln,   there  It 
i     bank  Hith  even  a  niniiul  comltnenc  to  Intcrnattanal  tiaBkin9 

!t  to  the  tad  i  ie«atve  reqiiireoenti.      The  HAFT  BeiiberEhip  con- 
of  1*2  II. S     member  banks,      wa  BBlleve   chat  this   represents 


of  the  FederJ 
fore  a  naaniu 


■  Ting  ttia  optloE 


G.      In  analysing  coaipatition  betvean   foiel^n  banks  oparatiDg  in 
bha  U.S.   and  U.S.    bank*  operating   In  the  domeHti.<:  narKet.    one  oaadi 
to  consider  both  vholasala  banking  and  retail  banklnj.     U.S.   and 
foreign  banks  conpata  in  the  wholesala  aarket  as  veil  as  the  retail 

fuitheiDore>   in  considering  the  co^wtitiva  position  of  D.S. 
foreign  banks     one  needs  to  look  st  not  only  bisncties  but  tba  wbole 
range  of   facilities  available   to   foreign  banks   tor  purposes  ol  aultl- 
Btate  banking     such  as  lubsldlarles     branches  and  agencies.     For 
anucilEi    there  see  aooe  £oreign  banks  operating   in  the  U.S.   vhich 
have  A  network  consisting  of  ■ubildiarias  in  one  oz  more  statu  wltb 


of  b 
and  agancioB  in 


of  all  at  co^Mtltion 

reign  bank  able  to  sar  .    ._      ..._ 

Ls  ststas  through  a  coabination  of  subaidlarias 
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eu»ti— r  a  ranga  at  aarvlo**  Hich  broadsr  than  a  U.C.   bank  caa- 

oparatlona  in  -ather  states.      FucUieTuoirB,   cm?  naedi  bo  ceniftmber 
that  H.K.    7»S  vould  grant  Co  foreign  banks  tne  {xwers  nov 


banX*  are  able  to  collect  deposits   In   five  or  ail  atatct,    tbaraby 
achiavlDg  a  significant  advantage  In  ttiis  ciuclal  acca  of  bank 
ecsfiatttion  w)i*r«  U.S.   banka  are  restcioted  to  slngle-Btata  operations. 


focalgn  governments   a 

Chat  BA?T  nembers  out 
in  internstional  bank 
lines  between  the  batt 

tha  TSCy  muted  conseii 
ganaral,  the  BAFT  mem 
cradibla   threats  of  I 


is   adl 

reta 

H«lon 

«hich  ■« 

IP  fe 

els  tha 

t   th*y  ha 

eclally  J. 

nit  re 

gill  a  Cory  author 

' 

ancec 

n»Ith 

respect 

ot°b< 

'i^B"t 

!it  citi. 

s  1m 

than 

ship,  an 

can  b 

dily 

ai  jt  u 

S     citl 

B  of  tbe  U.S. 


!*•  hlatory  of  foraigo  Investoant  lagislatlon  in  thia  countcy 
Cxacntive  or  LagialaCive  branchaa  have  viewed  one  activity  or  anotba 
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there  are  absolute  pcohlbitlona  against  foreign  nmenUp  In  coutal 

fBCilltlM,  public  land,  exploration  and  laaaing  of  Talnabla  Hlnual 
depoalta,  hyUro-elcctrle  power  sltea,  and  llcanMi  for  opazatlon  of 

activltio 
should  be 
United  » 

la  indeed  a  long  liat  of  coa«arcial  actlvltlas  daniad  to 

ha  far  aa  we  are  aware,  there  b«a  baim  »  aarlou  effort 
anclal  or  banking  aarvlcaa  to  that  proacrllMd  Hat  of 
,  and  we  aee  no  reaaon  why  banking  or  tliuBolBl  aarvloM 
considered  peculiarly  sensitive  and  thacafora  in  ata*  Har" 
th  respect  to  foreign  ownerahip  or  partlclpatlOB. 

and  Btraa 
thought fu 
If  ySu  fa 

le  repeat  again  the  iaportanca  m  attach  to  Chia  laglalatioe 
I  work,  please  do  not  beaitata  to  call  opoB  ua. 

vary  truly  ymrs. 

'^/.C 
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— ;— ^-  U.S.  HOUSE  OF  REPRESENTATtVES 


COHMITTIE  DM  BANKING,  n  NANCE  AKD  L 
WASHINGTON.  D.C.    200 
JulT   II.    WII 


Kr.  Ju«  e.  Dcwd,  Pruldcnl 
Boats*  Stack  Eicbanca.  Inc. 
S3  Sut*  StrHC 
BMtoB,  Hu«aehuHCtB     01109 


On  behalf  of  thi  Subco^lttM,  I  would  Ilka  to  npraaa  our  appcf 
elation  to  70U  and  Ht.  Kennsih  ReaaabluB,  (An  appaaiad  on  behalf  of  tb« 
Mldwaat  Stock  Exchanga,   for  tout  taatlwnr  od  tb*  provlBleiu  of  th* 
iDtarnatlaiial  Kiaklng  Act  of  1977,  H.R.    7321. 

Tba  SubcovltlH.  of  couiae.   ta  aniloua  to  procacd  up«lltloii*l7 
with  our  conaldaratioo  of  H.l.   7325  and  ■  nuabar  of  auueaced  aundMnta 
that  hava  bean  pcopoaed.     AccordinllT.  a  reaponaa  bf  Prlda^,  Jul;  39, 


(Quuclona  fl  througb  13  dliacted  to  Hr.  Dowd;  (luaatlon*  li  throuth  t9 
dliactad  to  )fr.  RoaenbluB) 

1.     Ob  p*s*  8  et  your  atataaaat,  you  aa^  that  It  "...would  lodead  b*  In- 
cmalataat  If  »•  were  ta  prohibit  foreign  banka  (iob  doing  In  tbl*  country 
irtwt  aa  perBit  Dnltad  Stataa  baska  to  do  abread."     Itale  appaara  to  auppoTt 
tb*  artiBant  for  reciprocity  which  I  think  Dadar  Seeretalr  of  tba  Tr»a«uni 
SoloBon  ropudlatad  very  affecClTelT  lo  hla  toatlaoay  lael  weak. 

But  let'e  teke  your  etatcaant  one  atop  further.  If  wc  paralt  fotelgn 
banka  to  do  In  thla  country  what  U.S.  bank*  do  abcoad.  wouldn't  It  be  In- 
eoMlatent  to  prohibit  U.S.  banka  froB  doing  In  tbli  country  what  foralga 
bank*  can  da  and  what  the  mm*  D.t.  banka  can  do  abroad!  What  Is  your 
i4«  of  that?  Should  we  repeal  Claaa-Staagall  end  let  U.S.  banka  undet- 
nlta  and  aall  eecurlcleat 
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I.     Tou  ^tioD  DD  pa(*  3  of  your  statCBent  that  ABD  Securltlei  Corpora- 
tion la  a  dcalar  apadaliat  on  the  Bobcod  Stock  Exchange  In  31  Iibum. 
Aaong  the  laauaa  you  llat  ii  Bank  of  America.    Do  you  think  It  la  lood 
policy  ior   the  securitlaa  affiliate  of  two  najor  European  banks   t 
a  narket  In  the  securities  of  one  of  its  najot  cDrnpetltors?     An  e 
of   thla  involvea  the    two  parent  banks  of  ABD,   Algemene  Bank  li«derl«iid 
and  Dresdner  Bant  of  Gernflny      Both  own  atoek  m  a  Parisian  finance 
coopaoy     Soclete  Flnanclete  Europpene.      Bank  of  Anerjca  ani  sHieral  other 
lug*  banka  also  own  stock   In   this  company.      la  thla  another  area  In 
.rtilcb  the  potemlal  for  confllc     of    Intereac  ■Ight  reijulre  that  teRulatlona 
be  drafted  to  assure  that   securities  transactions  of  forclgo  banka  bm 
conducted  at  araa  length  and  properly  Inaulated   frcn  tha  actlvltlea  of  the 
parent  bank? 

3.      On  page  8  of  your  atateiient,   you,   like  other  witnessea,   argue  that 
divestiture  under  section  S  of  the  bill   "may   procipl  a  change  In  how 
foreign  governBanta  treat  United  Stataa  multinational  banka  and  aecurltica 
flraa."     That,   of  course,  would  not  be  true  In  England  or  Japan  einc* 
their  banking  atructures  are  mote  slailar    to  our  own  and   they  would  be 
less  sfftcttd  by  dlveatlture.     Vhat  we  should  consider,   then,   are  the 
Importance  of  opelations  of  U.S     instUu   Ions  in  the  doaestlc  capital  aar- 
Vets  of  other  maiot  countries.     Assuming  the  threat  of  retaliation  i»  real. 
how  important  are  the   KecurllleB  activities  of  U.S.   coHerctal  and   invesl- 
■ent  banks  in  Geroany,  Switierland,    the  Hetherlanda,  Belglua,    Prance,   Italy 
and  Canada T 


e  you  D 


Lallai 


Aa  you  aay  be  aware.   Governor  Gardner,   both  aa  spokeaman  In   the  past 
for  the  TreBBury  and  nOW  as  spokesman  for  the  Federal  Reaerve.  haa  testi- 
fied  that  he    thinks    the    threat  of  retaliation  is  not  a  reality.      Under 
Secretary  of  the  Treasury  Solomon  and  others  think  that  aectlon  B  aa 
presently  written  could  bring  about  subtle  pressures  from  foreign  financial 
Instltationa  to  discriminate  against  U.S.    Icetltutiona.      Deputy  Secretary 
of  State  Boeker  testified   that  divestiture  under  section  8  would  not  violate 
oui   treaty  obligations.      Dlscrlnltistlon  against  U  S      InBtitutlons  clearly 
would  violate   treaty  obligations  which  other  countries  have  to   the  United 

real  do  yoa 
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On  paga  4  of  your  atataenc,  you  aigua  that,  in  tha  abaanca  of 
tlatli^  abuaea,  yen  find  It  "...difficult  to  understand  the  naed  for 
istT  laglslatlva  action."     Aa  Dcpuc;  Coaplrollar  BIodb  aubaequanCly 
(Stlflad.  hla  office  rccognliea  tliat  there  la  a  nacd  "...to  attnpl 
J  aaticlpate  problena"  and  »vold   iiiem  t.heri>  possible.      Can  we  be  cer- 
lin  that  abuMa  will  not  develop  la  the  futuieT 

In  hla  atataaant,  ChaliMn  LeHalatre  of  tba  FDIC  noted   that: 

"Han;  foreign  banka  are  peraltted   under  the  law  of  theli  haad- 
quarter's  country  to  engage  in  buslneaa  activltlea  abroad  vlilch 
would  not  be  peraitted   to  banka  cbarterad  In  thla  country.      Such 
foreign  activltlea  could  glv*  riae  to  aotltiuat,   conflict  of 
lotereat,   and   other  legal  probleaB  under  U.S.    law." 

Aren't  these  ptoapectlvc  concerns  laportant  and  ibouldn't  we   try  to 
itlclpste  then  by  providing  a  regulatory  fraaework  lAlch  will  avoid 
<■■  or  BiniBlic  their  impact! 

On  page  6  of  your  stataBent,  you  urge  that  lectlon  8  in  Its  entirety 
■  deleted.  &  point  of  clarification:  You  nean  that  only  the  proulsiooa 
ilatlng  to  securities  activities  should  be  dalcted,  not  chose  relating 

>  other  nonhanking  activitlea  covered  under   tha  Bank  Holding  Coapsny  Act, 

With  regard  to  the  eecuiltlca  activltlea,  why  do  you  advocate  daUtioo 
I  oppoBcd  to  pernanent  grandfather IngT  Wouldn't  thla  be  consistent  with 
■•  notion  of  waiting  for  >  declaion  on   the  overall  Issue  of  Glaas-Steagall! 

Isn't    it  possible  that  a  decision  on  Glaas-Steagall  nay  be  several  years 

Tha  InfotBStlon  you  have  provided  on  the  market  share  of  foreign  bank 
nbera  of  your  Exchange  Is  very  valuable.  The  fact  that  they  have  about 
)  percent  of  the  narket  la  aignlficant.  Doesn't  this  Indicate  that  they 
i<r  becoBe  even  aoce   Important  in  U.S.   capital  markets  aa  they  gala  entry 

>  the  Hew  York  Stock  ExchangeT     Won't   the  ability  to  do  business  In  major 
■rketa  provide  an  Impetus   to  growth? 

Should   that  occur,  wouldn't  you  share   the  concern  expreseed  last  year 
jring  Senate  hearings  on  this  bill  by  G.   Robert  Ackerman,   President  of 
he  Pacific  Stock  Exchange,    that  "doneetlc  banks  might  use  the  exlateoca 
f  Securities  activltlea  by  sfflliatea  of  foreign  banka  as  an  argument 
or  iQislative  pcrmisaion  to  expand  their  securities  activltlea"? 
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8.  On  page  5  of  your  s 
of  the  voiU'b  cconoBle 
financial  nsTkets",  and 
for   the  capital  martietB 


the  InduBCry  ■■ 
courage  fizrthei 


B  of  Che  Hidwei 
Ive  overseas  tv 
the  future?     Ti 

tnanclal  markei 
financial  and  i 

or  Increased  Ij 

ollar  denoBliiate< 
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for  nultlnatlonal 


r   If 
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lear  vision  of  the  future  and  ]ui 
t  kinds  of   traaaactlonB  are  likely 
BtltuCloufl  will  be  conducting  buBln. 
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5  the  foregoing  que 
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BOSTON  STOCn  EXCHArgaE,mc. 


lonble  Fernand  J.  St.  Germain,  Chcirman 

committee  on  Ploanclal  iDBtltutlona 

ervlalon.  Regulation  and  Insurance 

[unlttee  on  Banking,  Finance  and  Uiban  Afbira 

.  House  of  Repreaentatlves 

m  2129  Rayburn  House  Office  Building 

ihiDgton.  D.C.    20515 

r  Mr.  Chairman: 

1  happy  to  respond  herewith  to  the  three  questions  presented  in  your  letter  of  July  II, 
7  In  further  explanation  of  m;  testimony  before  your  Subcommittee  on  luty  IS  on  Che 
matlonal  BanlclngAct  of  1977,  H.  R.  7325.    Mr.  Rosenbtum,  Senior  Vice  President 
General  Counsel  of  the  Midwest  Stock  Exchange.  Inc.,  who  appeared  wlcfa  me  oo  the 
:I,  wilt  respond  separately  to  questions  #4  through  *9. 

If  ne  permit  foreign  banks  lo  do  In  this  country  what  U.S.  benka  do  abroad,  wouldn't 
:  inconsistent  to  prohibit  U.  S.  banks  from  doing  in  ihls  country  what  foreign  banka 
do,  and  which  the  same  U.S.  banks  can  do  abroad?  Should  we  repeal  Glasa 4taa^l 
let  U.S.  banks  underwrite  and  sell  securities? 

:  indicated  In  my  testimony,  there  are  a  immber  of  inconslstenciea  In  our  treatmeM 
[,S.  and  Foi-etgn  banks  and  in  what  they  may  and  may  not  do.    The  eTils  and  abuaea 
iln  die  domestic  banking  Industry  in  the  1930s  wfalcb  gave  rise  to  ibe  enactment  of 
is-Steagal!  were  very  real  and  nelt  documented.    I  would  not  suggest  repeal  or  re- 
on  of  that  Act  without  clear  and  convincing  evidence  that  the  potential  and  oppoituni- 
(or  overreaching  and  conflict  of  interest  have  been  eliminated.    The  thrust  of  the 
98-Steagall  provisions  was  against  the  domestic  combination  of  Investment  and  com- 
rclai  banking,  and  I  would  await  results  of  the  current  Senate  re -examination  belbre 
mpting  repeal  or  modification.  I  do  notpercelve  the  same  potential  for  abuae  by  con- 
ilng  to  permit  foreign  bank  afnilates  to  act  aa  underwriters  and  dealers  of  aecurttlea. 
sea,  in  itielr  capacities  as  dealers,  these  arnilstes  have  played  and  conclnoe  to  play 
Ital  role  in  the  capital  formation,  distribution  and  securities  trading  processes  trf  our 
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1.        In  referring  lo  The  desler-apeclsliat  role  of  ABO  Securities  CoiporatloD  on  Ub  Boi- 
tOD  Stock  Exchange  tn  cbe  Bank  of  America  common  stock,  you  Inquire  whether  it  is  a 
food  policy  for  the  securities  affiliate  of  two  major  European  banks  to  make  a  market 
Id  the  securities  of  one  of  its  ma^r  competitors.    In  response,  1  would  agree  that  if  this 
Exchange  were  Che  principal  or  primary  mari:et  In  Bank  of  America  commoD  stock,  i 
a  substantial  order  flaw  and  extensive  limit  orders  entrusted  to  the  specialist  book  fa 
future  execution.  It  would  not  permit  tits  poKntial  conflict  of  interest  to  exist,  and  nnld 
probably  prohibit  that  stock  frmn  dealer  assignment  to  ABD.    This,  however,  is  Mt  the 
case.    1  iKite  Chat  the  year-to-dale  volume  through  Juie  30,   1977,  oo  all  U.S.  eXchangEt 
and  clK  Third  Market  as  reported  In  Che  Consolidated  Tqie  System  was  11,207,600  shun: 
that  In  June  alone  there  were  1, 494, 500  shares  of  Bank  of  America  executed  on  all  U.S. 
inarketsi  chat  of  the  year-to-date  figure  73,497  shares  were  executed  on  this  Exchange, 
and  in  June  only  3, 561  shares  of  Bank  of  America  were  traded.    Without  examining  each 
and  every  trade,  it  is  quite  possible  chac  ABD  parciclpaced  as  a  dealer  in  only  a  small 
percentage  of  these  Boston  trades.    Your  observation  relative  lo  the  possible  need  lor 
regulation  to  assure  that  securities  transactions  of  foreign  banks  be  conducted  atam>* 
length  and  properly  Insulated  from  the  activlciea  of  Che  parent  bank  Is  quite  perceptive, 
but  1  suggest  that  the  presenc  general  and  far-reacblng  anti -fraud  provisions  of  Rule  lOb-S 
under  the  Securities  and  Exchange  Ace  of  1934  already  covers  chis  aituatloa. 

3.        With  respect  to  the  operations  of  U.S.  institutions  In  the  domestic  capital  marfceci 
of  other  major  countries,  you  inquire  as  to  the  importance  of  securities  activities  of 
U.S.  commercial  and  Investment  batiks  In  Germany,  Switzerland,  tlie  NedKrlands,  Bel- 
gium, France,  Italy  and  Canada,  I  regret  that  1  am  unable  to  respond  to  Ibis  question, 
lacking  infonnaclon  relative  to  the  scope  or  profitability  of  the  IntemaUonal  securitiel 
activities  of  U.S.  institutions.    1  would  expect  that  this  information  Is  available  In  le- 
ports  to  the  Federal  Reserve,  Che  Secretary  of  the  Treasury  or  Om  FDIC  by  U.S.  insU- 

A^ln,  I  thank  you  for  Cfie  opportunity  to  present  out  views  on  H.  R.  7325  to  jrour  Siixsoi' 
mlltee,  and  for  Che  courtesy  you  extended   to  Che  panel  on  July  18. 

Sincerely,    , 


i/' 


James  E:.  Dowd 
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JVISE 


August  19,   1977 


HoDOntbU  Famand  J.  St.  GarmBln.  CbM,lxaima 
Sobcommittoe  em  FluanclAl  Inatltutioa* 
St^MTvlaioDi  Regulation  and  laautance 
Commute*  n  BanUng,  Finance  and  Urban  AfCalrt 
U.S.  Houaa  of  RopraiontatlvBa 
Room  2129  Rarburn  House  OfBce  Building 
Waahlngton,  D.  C.      20515 

Doar  Mr.  Chairman: 

I  am  pleased  to  reapoad  to  &e  >lx  qoeattODa  presented  In  TOor 
letter  of  July  21,  1977  regarding  the  testlmoar  of  Of  Midwest  Stock 
Exchange  before  your  Subcommittee  on  Julr  18,  1977  on  Om  IntemattoBal 
Bantdng  Act  of  19TT  (HR  7325).  Unfortunately,  through  a  misunderstand- 
ing, I  did  not  receive  a  copy  of  your  letter  until  the  beginning  of  ttiis  week. 
I  do  hope,  however,  that  you  wUl  itlU  be  able  to  Include  my  responses  1b 
tbt  record.  If  dili  is  not  possible,  I  still  offer  lUs  letter  fox  your  lofor- 
mation  and  the  informatton  of  the  Subcommittee, 


On  page  4  of  our  prepared  slatemont,  we  Indicate  that  tha  ques- 
tions concerning  the  appropriate  role  and  regnlatlan  of  foreiga  atfUiAted 
broker- dealer i  in  the  United  Stetea  markets  aro  ccsqilex.    Wo  svflgcat, 
among  other  thingB,  that  a  careful  balancing  of  tha  beaeflte  these  Anns 
provide  for  our  domestic  markete  agalnat  the  potential  danger  -  com- 
petltiv«  and  regulatory  -  should  be  done.    Obvloaely,  On*  potential  danger 
is  the  long-range  impllcatlona  of  the  bill  as  drafted  for  Sm  ovarseas 
activities  of  United  Statea  securitlei  firms.     We  do  (Idnk  tbt*  SOaM  form 
of  subtle  and  not  so  subtle  retallatioD  are  real  posslblUtlaa,  bat  w*  h*v« 
no  way  of  demonstrating  that  possibiUty  abaent  an  appz^rlaM  study. 


S.  Can  we  be  certain  that  abuses  relating  to  the  BcUvlty  «t  foreign , 

biDka  will  not  develop  in  the  fiituref    In  light  of  the  atetement  by  Chatr- 
nun  LeMalBtre  of  [he  FDIC  Okat  activitleB  of  foreign  banka  "could  give 
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HeaoikU* FcmasdJ.  St.  GamHtln,   ChklrniAii 
Pag«  Two 
Augiut  19,   1977 


rlt*  to  anUtruat,  confUct  of  iotaiaat,  uid  othar  lagal  problanu  usder  U.S. 
law"  ahauldn't  we  try  to  anticipate  such  proUema  by  provldliig  a  regnlatorf 
tramawork  which  will  avoid  thain  or  mlnlnilae  thalr  Impact? 

Out  raferenca  on  page  4  of  our  ilataineiit  to  not  taking  haaty 
laglalativa  action  In  tha  abaence  of  axlating  abuaaa  ralabaa  apecificaUy  to 
tha  BBCurltlei  acdvltlea  referred  to  In  Sacticn  8  of  tha  Un.    Wa  make  Oia 
print  Omt  tha  aecutitlel  acCivltlei  which  would  ba  proacrlbed  are  extrenialr 
In^orlant  to  tha  functioning  of  the  Mldwaat  Stock  Exchange  and  thars  being 
DO  axlating  abuaei  in  thii  area,  no  action  ahould  be  taken,    WIA  raapacl  to 
other  non-iecurltlaB  activltlai  of  foreign  banki,  we  have  no  way  of  knowing 
whether  abuaoB  do  exiat  and  what,  if  anything,   theie  current  activitlea  add 
to  competlCioD  in  the  banking  Induatiy  in  the  United  Statea.    More  In^ortaatlf, 
wa  do  not  know  whether  the  regulatory  pattern  to  ba  adopted  tor  Don-aaco- 
rltiaa  activitiaa  would  force  them  out  of  thaie  acUvItiea,     On  the  other  hvA 
it  is  clear  that  a ■  tha  bill  la  drafted,  thay  would  be  driven  out  of  imfiortaBt 
aacurltlea  activltlai  wMch  incraaaa  contpaUtlon  between  markata  in  the 
United  Statea  conaiitent  with  tha  Sacuritlaa  Acta  Atnandnuota  of  19T5. 


6.  When  you  refer  to  deleting  Section  8  in  Ita  entirety,  do  you  maaa 

only  the  provialona  relating  to  aecurltiai  activitlea  and  not  thoae  relating 
to  oQier  non-banSdng  acUvltiaa  covered  under  the  Bank  Holding  Company 
Act?    With  regard  to  the  lecurltlea  activltlai,  why  do  you  advocate  ■Vlirti'l' 
aa  oppoaad  to  permanent  grandfathering?    Wouldn't  this  be  conalatent  wiUi 
tha  notion  of  waiting  for  a  daciaion  on  Hie  overall  iaaaa  of  Claaa-Staagall? 
Iin't  it  poaaibla  that  a  dedilon  on  Glaia-SteagaU  may  be  aavoral  yoara 
down  tha  road? 

You  are  correct  In  yoar  aaaumptlon  that  our  reconnnandatian  wlA 
reapect  to  deletion  of  Section  8  refera  only  to  flia  provlaiooa  relating  to 
lacuritieB  activitiaa. 

We  have  no  lubatantlal  objection  to  permanent  grand£ktharing 
rather  than  our  recommeiidalion  of  daletian.  Since  we  conclude  lliat  no 
abuaaa  now  exlit  In  the  lecuritlea  activity  area,  and  the  coiiCribati^  of 
•xiadng  U.S.  broker-dealer  afftllatea  of  foreign  banto  to  flw  cparattona 
of  wr  Exchange  are  aabitantlal,  wa  prefer  not  to  lock  oot  the  poaaitaaitr 
of  other  almllar  arma  not  currently  operating  in  dia  U.S.  markata  bel^ 
able  to  alio  make  a  contribution  to  our  Exchange,  Ai  I  underetand  yoar 
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xmhia  Fanatnd  J.  St.  Gannaln,  Chatnnan 
at  19,   1977 


don,  pannanant  grandfathering  would  be  conitibent  with  the  notion  of 
ng  for  a  decision  on  tha  oveTall  laiua  of  Claaa-Steagall.    However, 
a  not  ballave  that  deletion  of  the  particular  provision  would  be  inccm- 
nt  with  waiting  for  such  a  dedalon. 


Doeen't  the  bet  that  aiQUatea  of  foreign  bank  mamberi  of  our 
•nge  have  about  10  percent  of  the  market.  Indicate  that  they  nuy 
OM  *tvn  mora  In^ortant  in  U.S.    capital  marketa  aa  they  gain  entry 
t  NTSE7    Won't  tiie  abUity  to  do  buiinaia  in  major  markets  provtd* 
9etaa~tQ^rowth7    Do  wa  sbare  the  concern  that  doniestic  banks 
t  use  0M  «ri»t»nce  of  aecurttiea  actlvitie*  by  affiliates  of  foreign 
I  AS  an  argument  for  leglelative  parmission  to  ei^and  their  aecu- 
)  activittoa? 

On  page  2  of  our  prspared  statement,  we  indicate  that  foreign 
bare  are  reaponalble  for  market  roaklng  In  approximately  10  per- 
of  all  sacurltlas  actively  traded  on  the  Exchange.    There  is  no  indi- 
n  that  these  firms  as  Oiey  gala  entry  to  the  NYSE,  wiU  either  be 
■ated  in  market  making  on  the  NYSE  or,   in  fact,  will  be  able  to 
ma  a  market  maker  thereon  since  aecuriUes  being  traded  on  tha 
C  an  have  specialists  making  markets.    Widi  raspoct  to  access  for 
Ey  buslnaSB,  there  Is  no  real  impetus  for  their  business  to  grow 
1  iqion  ability  to  become  a  member  of  the  NYSE.     For  all  Intents 
Hupoaas,  these  firms  have  all  the  access  that  they  now  need  to  the 
S  since  an  commission  ratee  are  negotiated.    Accordingly,  we  don't 
^ta  any  significant  Inqietua  to  growth.     Although  domestic  banks 
I  naa  the  existance  of  securitiea  activities  via  affiliates  of  foreign 
t  as  in  argument  to  expand  their  securities  activities  we  aee  any 
argunoent  as  insignificant  in  relation  to  Oie  broader  concern  of  what 
fleet  i^on  the  IT.  S.  securitiea  markets  cotUd  be  as  a  result  of  such 
Asad  activitlas. 


How  many  U.  S.   securitiea  firms  are  now  engaged  in  multi- 
Dftl  operatlona?    How  many  are  members  of  the  Midwest  Stock  Ex- 
!•?     How  many  of  our  mamberB  who  are  not  now  active  overseas 
soffldwit  capital  to  enter  Into  overseas  ventures  In  the  ftiture?     To 
extent  win  the  international  capital  markets  of  the  future  be  domi- 
1  by  ttie  giants  at  the  industry  ae  is  now  the  case  in  multinational 
lag?     Should  wa  encourage  future  Integration  of  financial  markets 
n  fOr  Oie  trend  toward  an  Increase  in  financial  and 
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the  aconondc  cmiBide ration? 


9.  With  reKa.rd  to  your  lupport  for  Incraaied  lotegrstloa  of  SaaacUl 

markets,  do  you  sae  the  trend  in  integration  in  tenni  of  the  groirth  oC'die 
Eurobond  market,  involving  dollar  denominated  laauea  outside  the  U.S., 
or  growth  of  "yankee  bond*"  sold  in  the  U.  S.  for  foreign  borrowers? 

Reepectfully,  I  luggeat  that  Steae  queatlona  go  ligmlfiGanajr 
beyond  tAatire  addreia  In  our  BtabeiDent  and  beyond  oor  capacity  to 
respand  in  any  timeframe  conalatent  with  what  we  uoderitand  Sw  time- 
tabla  for  your  aubcominittaa'a  legislation.    We  hkve  spent  conaldaraUe 
time  and  oAer  resourcea  to  fomndate  our  Aoughta  on  Out  future  of  the 
■ecuritles  markets  and  particularly  how  a  national  market  system  in  tte 
United  States  should  be  developed.    In  this  connecdoD,  I  am  enclosing 
copies  of  statementi  we  have  prepared  wfaich  address  QmnselTes  to  Ihrs 
market!  of  the  future.     I  think  that  these  papers  will  be  ot  interest  to  yon 
and  I  encourage  ytni  or  any  other  members  <£  the  SubeomEolttee  or  Us 
stafi  to  contact  us  ahould  you  have  any  further  questions. 

Again,  on  behalf  d  ttta  Midwsat  Stock  Bzchaoge,  I  extand  ny 
sincere  appredatioii  to  you  for  the  opportunity  to  present  oox  *l«w*  CB 

this  In^Mrbnt  bill. 


/Kennetli  I.  Roienfalum 
Senior  Vice  President 
and  Counsel 


t  ratsloed  in  the  Subce^tfttee  fUss. 
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.  BsTC  P*TC7i  PcaaUac 


2*S  F»k  Avuma 
Hw  York,  Dw  T 


Dur  m.  rtnr: 

On  btfuUt  af  tht  Subccadtt**,  I  Hould  Ilka  to  axpraaa  oui  appra- 
ciatloD  Id  jsu  for  jva  taatlBODy  on  tha  piovUlona  ef  tba  lotaraatloBal. 
Banklni  Act  af  1977,  B.R.   7323. 

Tba  SubccomlCCee,  ef  eouna,   la  aiBlaua  ta  procaad  aipadltieualr 
Hltk  (MT  tonslilariilon  of  H.R.  73ZS  and  ■  ambai  et  au(ta*t«d  aHBdaanU 
tbat  have  bcm  pra|wa«l.     Aceordlntly,  ■  raaponaa  by  Friday,  July  29, 

Tha  quaatlens  follow: 

1.     Ob  pasa  7  of  your  autoaiiti  you  point  up  tba  >l|DlfleaDea  of  tba 
Mill*  1b  tha  (fcurltlfa  InduncLfi  In  1973  and  1971       «■  70U  indlcica, 
t^at  crlili  vai  not  dua  to  t  drop  Id  dn^nd  sinca  cha     Inanclng  requlia- 
-amci  -oC  Aoarlcin  JnduitrT  rote  bOl       Ho  doubt  such  ol  thalou  ol  capital 
bj  iKutltlM  lltnu  and  Ch»  IncteaBBd  dcsind  lor  capital  by  InduKiJal 
corpoTttlOD*  vaa  dua  Co  inflation       But  li  It  not  poiilblc  that  icqulu- 
caoea  to  tba  need  foi  foielgn  capital  ulll  craica  nan  atiuctuEal  pTOb- 
lm»  fei  tba  Indueity  ulthout  nacaaaarlly  (oIoIdi  ch«  atnictural  pitAlaa 
vhleh  currently  ulBt? 

Hava  othai  aolutlona  fot  Incraaalni  tba  capital  of  tba  aacorltlaa 
Iniuitrlai  beao  fornulaled  Involving  dciiieitlc  aoorcaot     What  laipact  baa 
tba  (low  cf  capital  ftoa  toraltn  aourca*  bad  on  foialto  capital  MTltatat 

1.     Ion  tt%ui  On  pata  IS  of  yom  atataHBt  that  chaia  ata  idtquitr  ptotac- 
tloai  now  to  i«flR:i  tba  concama  aspraaaad  In  Glast^Sttagill  for  tha  pie- 
taction  cl  dcpoilta.     Tou  nota  tb«t  forolio  banki  vhlch  »[abllah  aiAaldl- 
arlM  a^  to  rauU  baakl^  camot  bow  han  aacuTlttaa  aifllUtea  «bU( 
tboaa  vhlch  aatabllab  a(eBclai  aad  bTaaeba*  and  can  hava  aacorlttaa 
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ht  Iniurtnce  of  liranch  <l.|i(«lti  and  ulll  t 

reign  binlu  to  tiroadEti  their  depcvlt  base.     Ai*  yeu  ■usgaattas  tl 


bsnk  brinchM  now  liwa  ■  aubitantlal 


■  of  fDral(B  bank 
m  et  Bat  at  tbaaa 


of  latrabank,  rianUln,  and  tha  D.I.  BatlaBal 
my  dlltuptivc  to  Indicata  that  oat  iamaxlm 
Ike  confidence  In  tha  banklBs  ayaiaa  aad  laad 
tn  the  case  of  USUB,  didn't  tb*  mC  ftaaUr 


4.     On  page  11  of  your  stateKnt,  tou  aaj  that  "Tha  voluae  ef  fsral^ 
Ini-eEtnent  in  nav  Isauel  In  tha  U.S.  baa  baan  lalillvelx  aalll     and 
Cheiefore,   the  author  ty  iranted  by   the  bill  to  undarwrlta  In  tha  D.S 
but  aell  abroad  le  or  nd  real  uaa."     You  give  the  lapiCulOD  that  tbar* 
la       [tie  fDTcIgn  intFCeat  In  the  11. S     market       But  Profeiior  Robcrl  G. 
Hauklns  of  Keu  Yoclt  TJniveiB  ty  gives  a  different  vla».     In  a  raeaat 
rSftS  t'*?'"^  io'  'l>e  SllDsan  Biachera  Ceotet  foi  tha  Stndr  at  Plnaaclal 
Ine     tutioni     ha  aaya  that  In  1967  "eitecnal  purchase!  of  D  S     eqnlclea 
began  aa  aacent  uhlch  continued   through  197S  vilh  only  Binoc  laptaa"     nd 
tha    foteign  inveitDti  acquired  "an  anaunc  equlvalant  to  mer  •  tUtd  ei 
ncv  equity   Uauea  In  the  V.S     narket  In  I4       and  197}'       If  foreiiD  iv- 
veatora  are  taking  over  one-thlid  of  naw  equity  iMuea,  -vby  wraldii't  Tt* 
atricttng  foreign  bank  aecuiltlaa  afflllataa  to  aala*  to  f oralSMra  ba 
aqultablel 

Again,   I  do  appreciate  your  aaatatanca  and  look  forvarl  to  tk«  re- 
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The  Honorable 

Femand  J.  St.  Germin,  Chairman 
United  States  House  of  Representatives 
SubcnniUtee  on  Financial    Institutions 
Supervision,  n&i|u1ation  and  Insurance 
B303  Raybum  ^use  Office  Building 
Washington.  O.C.     20515 

Dear  Hr.  Chairman: 


D  the  questions  posed 


AW5HER  TO  QUESTIOW  1 

The    ssues  raised  in  question  one  ar«  difficult  and  there 
Is  no  ea-Sy  an^ifer      The  Structural  problems  In  the  U.S.  securities 
Industry  have  arisen  in  substantial  part  because  of  the  lack  of 
perMnence  in  the  capital  base  of  many  firms.     In  some  instances  a 
portion  of  the  capital    Is  Invested  In  the  fora  of  short  term  subordinated 
debt  obligations  which  can  be  withdrawn  on  relatively  short  notice.     In 
other    nstances.  the  capital  is  held  by  a  person  or  an  estate  of  a  person 
who  retired  fnw  the  fim  and  who  seeks  to  invest  his  funds  1n  other 
nwys- 

It  Is  difficult  to  generalize  because  the  situation  varies 
froat  firm  to  firm,  but  I  believe  it  Is  fair  to  say  that  the  lack  of 
peraanence  has  been  a  problem  over  the  past  several  decades,  arising 
in  no  sm11  part  by  the  former  requirements  of  the  N.T.S.E.  that  iMMber 
firms  had  to  be  partnerships.     The  problem  has  been  exacerbated  on  the 
one  hand  as  capita!   has  been  withdrawn  and  on  the  other  as  capital  needs 
have  Increased  to  support  the  expanded  voliane  of  activity  in  the 
industry  as  the  funding  needs  of  U.S.    industry  and  gaverranent  have 
Increased. 

Again,  t  hesitate  to  generalize  about  foreign  capital  as  it 
undoubtedly  varies  froo  fim  to  firm.     I  can  speali  with  certainty  about 
my  own  fim.  but  I  believe  that  in  general  other  foreign  sources  of 
capital  have  the  sa>e  characteristics  as  ours. 

The  Invesbwnts  mide  in  SoGen-SwIss  by  our  shareholders  were 
In  the  forn  of  equity  and  long  term  subordinated  debt  with  the  equity 
excwdlng  debt  by  approxiaately  2-1/2  times. 
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While  I  cannot  predict  the  future  because  of  the  Mny 
Imponderables  in  International  finance,  polltico-econoolc  affairs, 
national   considerations,  etc.,  I  do  know  that  our  shareholder!  look 
upon  their  Investment  as  a  part  of  a    Onq  nnae  program.     The 
comltmert  to  so  Invest  In  the  U.S.  was  made  only  after  serious 
deliberation  of  long  term  objectives       history,    I  believe,  si^iports 
the  v1eM  that  European  capital    Investment  of  this  type  is  not  subject 
to  short  term  vicissitudes  or  short  range  consideretlon. 

Foreign  Investment  In  the  securities  Industry  has  been  Mde 
not  only  through  affiliates  but  also  through  substantial   investaents 
In  established  firms.     At  least  one  objective  on  the  part  of  taerlcu 
firms  seeking  such  Investment  has  been  to  assure  thenselves  of  ton 
permanent  capital. 

While,  obviously,  I  cannot  assure  anyone  that  there  will  be 
no  withdrawal  of  foreign  capital,  I  do  believe  It  a  fair  stetaint 
to  say  thdt  it  Is  more  permanent  than  a  substantial   portion  of  the  present 
U.S.  owned  capita]  base  In  the  Industry.     I  know  of  no  way  to  quenti^ 
the  so-called  "non-pennanent"  U.S.  owned  capital,  but  I  do  belieire  it 
is  of  sufficient  size  to  remain  a  problem  to  the  Industry. 

While  foreign  shareholders  wish  to  realize  return  on  their 
Investment  through  dividends,   I  am  confident  that  they  will   not  adopt 
dividend  policies  which  would  Inhibit  future  growth.     Should  addltiOMl 
capital  be  required  to  support  Increased  vo  ume  coming  as  •  mult  of 
inflation  or  whatever  cause,  I  am  certain  our  shareholders  would  pro«i^ 
it  anil  I   hope  there  would  be  no  legislative  restrictions  on  such  invest- 
ments.     While  foreign  shareholders  of  U  S     securities  flrniS  are  not 
reluctant  to  associate  with  domestic  sources  of  capita     (e.g.,  Miltei 
Weld;  Warburg,  Paribas,  Becker;  B1yth  Eastman  Dillon  1  Co.),  I  do  not 
believe  It  would  be  prudent  or  in  the  public  Interest  to  restrict  oM 
capital   to  domestic  sources. 

Tou  also  ask  in  question  one  whether  there  have  been  other 
solutions  for  increasing  the  capital   of  the  securities  Industries  fna 
U.S.   sources.     There  have  been  two  developments  In  recent  yeers  whldt 
h^ve  been  helpful   but  have  not  been  a  full   solution  to  the  problcp. 

A  nimber  of  firms  have  gone  to  the  public  wrket  for  captUt 
infusion.     The  acceptance  of  these  securities  by  the  public,  however, 
has  not  been  such  to  engender  confidence  that  this  Is  a  source  which 
could  be  used  successfully  at  the  present  time.     This  is,  of  course. 
subject  to  change  should  market  acceptance  la^rove  In  the  future. 
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Finally,  through  changes  In  the  legislative  and  regulatory 

environment    non-tianklng  financial  Institutions  and  corporate  investors 
have  been  permitted  to  invest  in  the  securities  industries.     This, 
however    has  not  resulted  in  substantial  Infusions  of  capital  nor 
does  there  appear  to  be  a  trend  In  that  direction. 

ANSWER  TO  OUESTiOH  Z 

The  question  of  deposit  insurance  for  U.S.  branches  of 
foreign  banks  involves  the  fomulatlon  of  public  policy  for  conmerclal 
banking.     As  an  investment  banker,  I  a*  not  qualified  to  express  an 

opinion  on  the  merits  of  deposit  insurarce  for  foreign  bank  branches. 
Assuming  that  Congress  elects  to  extend  deposit  insurance  In  some  way 
to  those  branches,  we  see  no  reason  why  t^ts  should  alter  the  legal 
status  of  the  securities  affiliates  of  foreign  banks. 

If  insurance  is  nade  iiandatory.  there  would  be  an  element  of 
"Catch  ZV  In  so  creating  a  retail  banVlng  capability  not  requested  by 
the  foreign  banks  and  then  denying  thea  the  retention  of  their 
securUies  -affi  iate    because  of  potential  broadening  of  their  deposit 
base.     From  our  conversat  on;  with  foreign  bankers,  we  ^are  doubtful 
that  the  extension  of  depos  t  insurance  to  foreign  bank  branches  MOuid 
lead  to  a  new  corporate  Strategy  to  compete  for  retail  deposits.     He 
M0u1d  hope  that  Congress  would  not  require  divestiture  on  the  mere 
supposition  that  retdll  deposits  will  be  accepted  by  foreign  bank 
branches.     If  this  Is  perceived  to  be  a  problem,  certainly  Congress 
could  fashion  a  lesser  remedy. 

In  any  case,  a  remedy  1s  not  needed.     Our  investment  banking 
operations  pose  no  real   threat  to  the  safety  of  deposits  placed  with 
the  branches  of  Credit  Suisse  in  the  United  States.     As  emphasized  In 
rny  testimony,  our  mandqement    s  Independent.     We  have  operated  at  arms 
length  in  our  relationstiios  with  the  U  5    banting  offices  of  Credit 
Suisse.      Moreover    our  operations  are  very  small    In  relation  to  the 
resources  of  our  shareholders.     Jt  simply    s  not  realistic  to  presume 
that  any  reverses  which  we  might  suffer  1r  •  hypothetical    "worst  possible 
case"  would  cause  any  ripple  effect  an  the  U.S.  banking  activities  of 
any  of  our  shareholders.     To  Illustrate     During  the  past  four  years, 
Olif  average  weekly  underwriting  commitmeTits  were  in  the  neighborhood  of 
t4.a  million.     TM  coni>ined  assets  of  our  six  shareholders  is  In  excess 
of  $63  billion. 

Indeed,  we  believe  that  we  have  prudently  managed  the  risks  in 
our  own  operations  and  that  the  exposure  is.  In  rea  tv  far  less  than 
is  suggested  even  by  the  modest  sum  of  our  average  outstanding  under- 
writing cotinltments.  These  underwritings  are  divers  fied.  It  is  as 
unrealistic  to  hypothesize  a  100  percent  loss  on  these  comltments  as 
It  would  l>e  to  assune  a  total  loss  of  principal  on  all  bank  loans  In 
the  portfolio  of  a  failing  bank.     The  risk,  we  would  suggest.  Is  more 
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on  the  order  of  10  percent  of  such  CMNitnentt.  «hlch.  In  our  cose. 
Is  less  then  l-1/100th  of  a  percent  of  the  coAlned  assets  of  our 
shareholders. 

In  suMury,  Me  hope  that  your  SubcotMilttee  will  not  Magnify 
the  problen  out  of  proportion  to  existing  realities.     The  gains  to 
be  achieved  through  requiring  divestiture  are  theoretical.     The 
Injury  to  our  operational  our  eaployees.  and  our  custoaen  by  severing 
us  froRi  our  supporting  foreign  capital  would  be  real. 

AHSWER  TO  QUESTION  3 

The  basic  thrust  of  your  question  appears  to  be  that  the 
distinction  between  wholesale  and  retail  banklna  Is  not  valid  today  In 
tens  of  the  risk  posed  to  the  U.S.  connerclal  banking  systen.  as  a 
whole,  by  the  failure  of  any  large  doewstlc  bank  regardless  of  whether 
It  Is  a  raUII  or  wholesale  bank. 

On  pages  14  and  1S  of  qf  statenent  of  July  19,  1977,  I  cited 
the  dist1nct1on;between  wholesale  and  reC^n  banking  far  the  proposition 
that  foreign  banks  having  securities  affiliates  are  disadvantaged  In 
comercta!  banking  and  therefore  do  not  enjoy  an  overal]  competitive 
advantage  over  dooestlc  banks  In  conaerdal   l)an)(ing.     That  conment 
related  to  the  question  of  coopetltfon.      it  did  rot  address  risk. 

As  an  invesbnent  banker,  I  aa  nost  reluctant  to  volunteer 
Inexpert  opinion  on  the  ways  in  which  risk  should  be  uneged  In  the 
coanerclal   banking  system.     Hy  conf)any  competes   in  the  securities 
Industry.     Its  business  is  the  prudent  managenent  of  fnvestnent  banking 
risks. 

i  unable  to  give  the  SubcoMlttea 

ANSWER  TO  QUESTIOH  4 

In  a  recent  telephone  conversation  Professor  Hawkins,  has 

confirmed  to  in  that  In  his  paper  he  dlscjssed  the  tata  purchases  by 
foreigners  of  U.S.  equities  in  both  the  tiew  ssuei  market  and  the 
secondary  [narket^  including  all  stock  eichanges,  the  over -the -counter 
markets  and  the  third  markets.  He  compares  the  total  of  such  purchases 
with  tota  purchases  by  domestic  and  foreign  sources  n  the  new  ssue 
market  only.  This  comparison  was  made  to  illustrate  the  magnitude  of 
such  foreign  purchases.  He  could  have  chosen  another  measure  such  as 
the  relationship  of  such  purchases  to  total  stock  aurket  transactions. 
Ha  told  me  he  did  not  mean  to  ivply  that  foreigners  had  purchased  one- 
third  of  the  new  equity  Issues. 

As  I  Indicated  In  qr  testiaony.  we  experience  a  sporadic  Interest 
In  nm  Issues  froM  foreign  sources,  particularly  Swiss  sources.     He 
estlMate  the  sale  to  foreigners  of  equity  securities  which  we  have 
underwritten  since  1973  to  be  approKlautely  IIS  of  our  undervrltlngs  of 
such  securities. 
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Prafasior  Hwklnt  iIm  points  out  In  his  papor  that  tha 
purchasa  of  U.S.  Corporate  dett  obligations  by  foral^iari  has  baan  and 
ContlniNS  to  b«  less  Itvortant.     This  would  bt  particularly  true  If 
convertible  debentures  were  e-llslnatetj  from  the  bond  totals  In  his 

fiper.  This  has  certainly  been  our  expe'"t*fl«  at  SoSeri-5w1si  since 
973.  The  Interest  althholdlng  tai  makes  fixed  Income  securities  w 
attractlva  to  foreign  buyers  because  nterest  rates  after  wtthholdlng 
would  be  less  than  ttial  available  in  the  ntematlona  markets.  This 
Is  less  true  In  equities  and  convertible  debentures  where  a  potential 
appreciation  in  price  can  outweigh  the  dividend  withholding  or  interest 
withholding  tn  the  case  af  convertible  debentures. 

Hiitarically,  the  volwe  of  undeMrltlngs  for  corporate  bonds 
has  been  larger  thdn  for  equities.  This  has  been  particularly  true  in 
recent  years  For  exairple  n  1976,  the  voltMi  of  corporate  bond  under- 
HrltlhQS  A  the  J.S.  amounted  to  S3£  billion  iihile  the  volune  of  COneion 
Stock  underwritings  amounted  to  $S  billion.  In  the  case  of  SoGen-SwlsSi 
Since  July  of  1973  we  have  underwritten  4pproiln>ately  1850,000,000  In 
bonds  and  1150.000,000  in  equities,  or  nearly  851  in  bonds. 

Of  these,  we  have  sold  abroad  approximately  tle,SOO,000  In 
equities,  S29, 750,000    n  bonds,  or  t46,;50.000  in  total.     To  state  it 
in  percentages,  we  have  sold  approxinately  III  of  equity  Issues  abroad, 
•pproxlaitely  3. SI  of  bond  Issues  [Including  convertible  Issues  and 
issues  by  foreign  entities  Mhera  there  is  no  Mithholding)  or  4.6t  of  our 
total  underwritings. 

FIHAL  S£CTIOH 

You  have  asked  through  our  Washington  counsel  whether  Me  tMuld 
have  observations  to  aika  on  possible  conflicts  of  interest  which  Might 
arise  if  a  shareholder  of  a  securities  affiliate  eede  *  urket  in  the 
shares  of  an  Industrial  co^Mny  affiliated  with  Its  parent  foreign  bank. 

1  know  of  no  instance  where  this  has  occurred.     In  any  event, 
this  potential  problw  Is  covered  by  the  grandfathering  language  of 
Section  B,  which  gives  appropriate  federal  regulators  tha  authority 
to  enforce  coavll*""  with  conflict  of  interest  standards.     I  do  not 
think  that  the  potential  problH  is  of  sufficient  Magnitude  to  outweigh 
the  argiawits  we  have  advanced  in  favor  of  full  grandfathering. 


Sincerely  y 


*^ 


Hart  Perry,  President 
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U.S.  HOUSE  OF  REPRESENTATIVES 


Julr  22,   1977 
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of  tbm  Sub 
to  you  foi  J 
1  Banking  Act 


ionlttK,  I  vDuld  like  to  t 
Bt  1977,  H.R.    J32S. 


f  coursa.  It  aniilnui  to  procsed  npeditlouilr 
f  H.B.  732S  and  a  aunb«r  of  niuHCcil  hcd'- 
poaad.     Accordlntly,  a  response  by  Frldaj,  ,' 


a  follM: 
hlnE  tha  need  foi  feder 


e  dfnsitlc  bEaoch  Bay  be  nbjacted  to  te<gulrE»niE* 
rcliB  law  OT  to  political  and  econoalc  decl*lona 
elgn  lovimsent  which  conflict  vitb  dowatle  bank 
regulatory  policies." 

This  Indicates  that  the  FDIC  Bay  sea  iha  oead  for  aoBe  guidance  fT' 

'  ig  Hhather  or  not  to  Insure  the  dipoalla  of  a  foreign 
Tou  have  eppeaed  the  guidelines  and  conaultallons  provide 
-  -       Unulda-t  ynu  also  vlaw  this  ai  a  problem  which  tiaoa- 
e  bounda  of  bank  regulatory  policyT 
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Fadual  Dcpeait  loaurab 
3alj  22,   1177 
rat*  I» 

1.     Ob  pai*  10  of  jour  i 


BatvH 

W  binioD 

raductlDD 
Thar.  ha« 

irtm  fmeiEn  banki  in  th.  i 
in  their  cot.l  awt.  fto-  : 
baca  autflaoa  and  Inflowa  < 

Halted  Stata^ 

S7I  billion  ■ 
at  alBllac  w 

.a  aa  outflow  of 
1  and  a  $6  billion 

to  $66  billion 
■tnlludca  io  the  [xi 

Doan' 

t  tba  Fadar. 
ml     Should 
It  of  Intel* 
jnchca  la  v- 
I  ha  rUTC  In 

al  Raaarva  Board 

li  leioit  to  Eur 
■  t  on  noarcaldan 
pll  »»  age&tlaa. 
mirance  prepotal 

naad 

'IB 

a<H>. 

■  BUFh  aa  teal 
Slocc   Che   fl< 
■lao  have  a  p< 

•tint 

Ihase  flat 
rhrouih  T« 

oaltat 
t  thay  , 

£;;■ 

i.     T«i  »(<r  toJn  a 

verrWlng  public 
S.  .vi  ,.t  you 

(all 

CO  tlva 

tba  baata 
thai  ..H 

«! 

»idaca 

■anta.     Thu*.    It  aeena  ttia  Coiporatlon  la  oppoaad  to  sactloni  i  8. 

aod  I  aaaisa  9  of  tlw  baalc  bl   ■  •   aad  yet  you  atat*  llil  'CoFIiora tlon 
"■uppoTia   the  esacntial  ihtuat  of  tba   WslHlatfon  and   ipdtti   atronglir 
cndoTiea  aaBy  bI  ici  provlaloniL        Foailbly  T  ax  nlareadtni  your 
atacaant   or  hava  not  attarTied  lb*  Hjnc  significance  al  apparently 
you  do  to   ihos*  ptovlalons  of  the  'bill  which  the  Corporaclan  doei 
aupport.     Have  you  had  M  -cppoTtuoliy  to  reylow  Covetnor  Gardner  M 
MatlaoDT  and  hit  concatn  that  (Ivea   cha  present  geomcitlc  prog.reis]aa 
m  forelpi  bank  activity  In  thla  couolry     th«  task  of  provldlog  BlnlBUB 
rtsulatlon  will  becoae  lerloualy coBpourd^d  oi,    la  ay  judgment  at  Icii 
the  pnsIttlDi  of  continued  acClvlttea  by  foreign  bant*  denied  doBeatlc 
buika  win  Inevitably  bilng  ptesauieon  our   mm  dooMtlc  lav,  uhlch  In 
■y  Jud^ant   la  slnply  not   the  way  the  (Tn  ted   Siatea  ihould  estahllah     t* 
om  bankins  policy      With  that  pecapectltfe  In  alnd     It  doea  aa^  le  1b~ 
dlcate  that   there  ahould  >ie  at  least  a  pieiinapIloD  la  favai  of   the  Fader 
■•aer>a  eatatorlaatlos  of   the  laipoTtanca  of   chla  bill. 
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Ftdaral  Dcpoalt  I 
lair  11.  WJ 


5.     Ai  I  oadarataDd  jrour  roiitton,  jou  uT(a  that  the  rOlC  ba  (Itb 
■utharltr  CO  wr^liM  and  •upcrvlaa  all  IscaJjn  brancbu  It  Inaul**, 
whalhcr  eharcarad  by  ctata  or  fadaral  aDtbaiiclaa.     Utalla  I  balUva 
jaur  Tcaaoaa  for  rAinsatliis  (bit  authocltr  hava  aarlt,  I  would  pelBt 
out  that  Ihajr  davlata  tram  th*  principal  o(  natioiwl  trutaant.     Oa 
tha  otbar  haad,   jav  Ihlnk  th*  FSIC,  cathar  tbaa  tbc  Fadaral  Raaana, 
abould  luparvlia  atatv-chartairad  foretga  baaka  bacaua*  It  vDnld  ba 
■ora  canalataDt  wltb  »tloDal  ucatBaac.     Do  tod  think  tba  FDIC 
ahould  aiipaTTlaa  atata-chartarad  afaiielaa  aa  vail,  avaa  tboufb  tbcj 
■!•  sot  InauradT 

It  net,' do  Tou  ballcva  that  aiandca  (beuld  have  no  Fadaral  aupac- 
vlalep  daaplta  cba  fact  that  tbar  epacata  mlti-atata  olflcaa  aa  a  nac- 
~    and  that  Bulti-offlcaa  ol  U.S.  banka  ara  aiAlcet  to  Fadaral.  ra(u- 


latlonr 


a  tb*  foratolDg  quaatlous. 

Slncaraly, 
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^  FEDEUL  DEPOSIT  IHSURANCE  COKPOPUIIDN.  WiiIiI.|Ih,  B 


Bonorabla  Famand  J.  St  Ceraaln 

Chalnan 

Si^cn^l  ttw  on  Financial  tnBtltutlooa 

SuparvlaloD,  Kagulatlon  and  loauranc* 

Cnailttat  on  Banking,  Flnanca  and 

Drbao  Affair* 
Boua*  of  Rapraaaocatlvaa 
VaahlnttOD,  D.  C.  20S1S 

Deat  Mr.  Chaliaan: 

I  graady  appradatad  ch«  opporcunlty  to  taatlfy  bafora  your  Subcoadttaa 
on  Cha  Intamatlonal  Banking  Act  of  1977  (R.R.  7325).   Tha  purpoae  of 
Ctila  lattat  la  to  rcipond  to  tha  quaatlona  wblch  you  put  to  mt   In  your 
laccar  of  July  22,  1977.  Iha  quaaclona  Hhlch  you  aakad  and  out  raaponaaa 
follov: 

1,   Oueatlon: 

In  walghlng  tba  need  for  federal  regulation  of  foreign  banka, 
E  SSI  of  foreign  bank 
■  held  by  banka  with  operatlona  In  Bare  than  one  atatal 
'  ~  e  opetatlona  are  not  aubject 


Shouldn't  we  alao  conalder  the 
loan  production  offlcca,  foralgn 
■ultl-atate  office*  a*  a  lu 


bank*  tend  t 


Ita  do  balleva  chat  cha  factore 
log  the  need  for  federal  regulation  of  foreign  apei 
fact  that  foreign  banka  holding  approilaately  SSI  t 
aaaac*  have  Biltl-atate  operatlona  atrongly  auggeal 
of  e  federal  regulatory  fraaawork,  which  hae  tha  at 
entire  ■iltl-aCate  operation.  Thl*  la,  of  courae, 
that  bank*  tend  to  operate  their  a 
ara  asong  the  ceaaona  that  led  the  F 
regulation  and  •uparrlalon  of  tha 


i   be  weighed  In  aaaeaa- 
Clona  In  the  U.S.   Th* 
all  the  foreign  benk 
the  need  for  application 

11 ty  to  Bupervlaa  the 
iittreeaad  by  tb*  fact 
sua  aa  a  network.   Thaa* 
lie  eitenalon  of  federal 
foreign  banka. 
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Honorable  Femaiid  J.  SC  G 
July  29,  1977 


Ih*  doBcaclc  bcanch  Bay  be  subjei 
law  OT  to  political  and  econoalc 
which  coDfllet  Kith  doaeitlc  bank 

Thla  IndlcaCea  chat  the  FDIC  may 


palltical  policy  In  flssesalng  Hhei 

of  •  foreign  bank  branch.  You  ha' 

sultationa  provided  tindi 


d  to  requlreBenta  under  foreign 
clalona  ol  ■  foreign  goremaent 
egulacory  policies. 

B   guidance  froa 


ponslble  for  International  econoalc  and 


1  Insure  the  depoalt* 
i   Che  guidelines  and 
Uouldo't  you  also  vlaw  thla 


as  a  problea  vhlch  transcends  the  bounds  of  bank  regulatoi7  policy? 

Responsa; 

Certainly,  consultation  aaong  the  appropriate  agencies  and  departments  of 
goveraaent  is  oscaasary  In  order  to  deal  effectively  with  nany  problcsa 
involving  foreign  banks.  Houever,  we  would  defer  to  Treasury  sod  Stet* 
□cpartcient  as  to  whether  guidelines  end  such  consultations  should  be 


On  page  20  of  your  statement,  you  indicated  that  while  the  Fed's 
monetary  concema  are  real,  the  small  slie  of  foreign  bank  aaeeta 
does  not  Justify  imposing  TEaefv^  reqtilremenia .  Have  you  not  over- 
looked  the  degree  to  which  foreign  bank  operations  are  concentrated 
In  noney  narlieta  and  the  volatility  of  the  flow  of  funda  between  this 
offlcea  and  the  Eurodollar  market? 


Between  Har 

h  and  April  of  thla  year,  there  was  an  outflow  of  S3 

billion  froi 

a  foreign  banks  In  the  United  Statea  and  a  $6  billion 

reduction  1 

1  their  total  asaetB  from  S72  billion  to  $66  billion. 

een  outflows  and  Inflows  of  slnllar  magnitudes  In  Che 

past. 

Docsn'c  the  federal  Reserve  Roard  Dead  sotw  means  of  modaTscing  cbaet 
flows?  Should  It  resort  to  European  methods  such  as  restricting  the 
payaenc  of  Interest  on  nonresident  deposits?  Since  th*  flows  occur 
through  breaches  as  well  ss  sgeacies,  don't  they  also  have  a  potential 
Isipsct  on  the  IDIC  Insurance  proposal? 
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BoDorabl*  Fenu 
July  29,  1977 
Page  3 


At  Che  ouOet,  I  •hoold  clarify  th*  fDIC's  poatclon  with  Taap*ct  to  T***n« 

TcquircDcnta   Ve  do  not  oppose  tba  ImpoHlClon  of  reierve  requlremcnti  on 
those  foreign  banlHog  o[Mtations  uhich  cbooea  to  accept  chi  benefits  ""J 
burdaoe  of  Tideral  Reserve  neBbershlp,  Me  do  believe,  however  that  conele- 
tent  vlth  the  concept  of  national  creatnent,  foreign  banks  should  he  ablo 
to  opt  tor  a  ecace  charter,  Ehooslag  not  to  enjoy  the  baaefita  nor  bear  the 
burdena  of  Federal  Keaerre  aeaberahlp. 

We  are  aware  that  soBe  subacanttal  changOB  in  the  aseate  of  [or«l|n  owati 
O.i     banks  liave  occurred  from  aonth  to  Hmth.  n  the  bast  of  oar  tonrlad|a, 
these  changes  Tiave  no  been  subject  to  any  systematli:  aoalyaia,  Bomrer, 
prevailing  econonic  theory  aod  empirical  suppoct  dtnU':i  th^L  tba  etiaagaa  could 
have  resulted  from  infloua  end  mcfloua  of  EucodoHar  f  jrdb .  Tha  Borodollar 
marliet  is  a  fractional  reaeruc  ayitaa  baaed  on  U.S.  demind  depo-tlts 
•a  reaerve  asBets.   Any  aCCempt  Co  transfer  Eurodollar  depoalts  to  the 
U.S.  would  destroy  the  Eurodollar  oarket's  reserve  baat,  leading  to  •  sharp 
reduction  in  total  Eurodollar  depoalta  and  no  change  in  U.S.  ■onatary 


Tba  prelinlnery  aoalyala  of  our  ecoDOBlc  staff  indlcatas  that  tba  r 
varlstloni  in  foreign  owned  banks  assets  and  llabllltlea  depend  on 
primary  casual  factors   First  fcoti  month  to  BiMith  foreign  omad  b 
have  slmultanrously  Increased  {decreased)  borrowing  fros  t 
kanka  and  Increased  (decreased)  various  short  term  loans.  Secondly,  fotolp 
parents  have  shifted  demand  depostc  funds  from  other  D.g.  coaaarclal 
banks  to  their  affiliated  branches  and  auhaldlsrlea  while  these  foreign 
ownad  O.s    banks  hsve  altnultsneoualy  Increased  their  deiisnd  deposit  assets 
fn  U.S.  coaaerclal  banks  by  a  like  amount.  During  the  Ksrch--*pril  period 
to  vhich  you  refer,  foreign  parents  «ete  tiansfertlng  theae  Juods  back 
Into  non^foreign  U.S.  banka.  Tarelgn  ouned  U.S.    banks  experienced 
einultaneous  declines  in  liabilities  to  foreign  pareats  and  in  demand 
deposit  assets  ulth  other  U  S  banks.  It  le  not  clear  vhather  and  to 
uhat  extent  these  monthly  changes  Interfere  with  the  Federal  Beserve'a 
■anctary  control  objectives   It  does  appear,  however ,  tliat  the  problaa  Is 
not  one  of  international  flows  of  fonds. 

With  respect  to  the  impact  of  foreign  owned  D.S.  banks  on  ths  FDIC  daposle 
insurance  proposal  it  hae  always  bean  our  position  that  the  provision  of 
deposit  Insurance  to  branchas,  ss  oppossd  to  BubHldisclea,  poaea  a  pinblsB 
of  Che  potential  for  prGclplcous  ndvonceH  of  funds  Co  foreign  home  offices. 
Since  the  problem  is  one  of  pntencially  rapid  deterioration  In  the  qoallty  ' 
of  aasets  aod  Che  laLk  (if  urlsdlctiDn  and  rfcourse  over  the  foreign  psMnts, 
the  eilscence  of  Federal  KeservE  iyaten  required  rcssrves  would  not  signi- 
ficantly alter  Che  problen.   However,  becauee  of  tbm   strong  feeling  In 
■any  quarters  chat  depoait  Insurance  abould  at  laast  lie  Bade  •vnllabl*  oa  a 
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(^clonal  basla  to  bruichu  of  foTalsn  bank*  opaTitlDg  In  the  United  Statu, 
the  FDIC  haa  coae  forward  with  irtiat  we  think  to  be  s  workable  propoaal. 
Th*  patentUl  threat  that  foreign  owned  banka  poae  for  the  depoalt  Inauranca 
fund  uauld  certainly  b«  aot thing  that  huU  hare  to  be  taken  Into  accoont 
In  detCDolniog  Che  aufflclenc;  of  a  saeurlty  bond  or  pledga  of  aaaeta  for 
dapoalt  Insurance  purpoaaa. 

4.   QUMtlOP! 

Tou  rafar  to  an  ovarridlng  public  intaraat  as  th«  baata  for  tout 
appoHlcioa  to  taction  i     and  yet  you  iall  to  glva  that  aaaa 
consldttatlcm  to  wit:  Overriding  public  Intereat  to  the  Jud^anc 
of  the  Federal  Reserve  In  rout  opposition  to  aectlon  7  dealing  with 
reserve  lequlreDents   thus  It  aeens  the  Cotpoiatlon  Is  opposed  to 
sections  bid,   and  I  assume  9  of  the  basic  bill,  and  yet  you  atste 
the  Corporation  aui^iorta  the  easentlal  thrust  of  the  leglalatlon  sod 
indeed  atrongly  eodaraaa  [Ufly  of  its  provisions   Foaslbly  I  d&  bIb- 
readlng  your  atatement  at   have  not  attached  the  Biat  significance  »t 
apparently  you  do  to  those  provisions  of  the  bill  which  the  Corporation 
does  support.  Elsve  you  had  an  opportunity  to  review  Governor  Cardner'a 
testloony  and  his  concam  that  given  the  present  geometric  progresalon 
in  foreign  bank  activity  In  this  country,  tba  taak  of  providing  nlnlMM 
ragulaclon  will  becone  serloualy  compounded  or,  in  V  judgment  at  laaac. 
th«  permitting  of  cantinued  activlcieH  by  foreign  baalca  -denied  dmtaUc 
banka  will  Inevitably  bring  pressure  on  our  own  domestic  law,  which 
In  ay  Judgment  is  simply  not  the  way  the  tlnlted  States  should  aatabllah 
Ita  own  banking  policy.   With  that  perspectlv(<  in  mind,  It  doea  asea 
to  indicate  that  there  ahould  be  at  leaat  a  presimptlon  In  favor  of 
th*  Federal  Raaarva  categorisation  of  tba  la^rtaaca  of  this  bill. 


In  our  testlaony  we  do  not  dlaputa  tba  Importance  of  this  laglslaelon 

and  we  certainly  recognlae  the  legitimacy  of  the  concerns  expreased  by 
Governor  Gardnet.  Nor  do  we  dlapute  the  assertion  that  the  "geoBeCEle 
progreaaloQ  in  forelgo  bank  activity  In  thia  country"  strongly  suggests  tha 
need  tot   federal  regulatory  fraaawork  In  this  area.  In  our  testimony  we 
did  express  strenuous  oppDeitlon  to  only  one  provision  of  the  Icglalatlon, 
aectlon  S,  vhlch  In  our  jud^ent  might  stifle  the  development  of  regional 
citlea  aa  ceotera  of  International  cowwrce.   As  vt  have   indicated  in 
t^Sponae  to  Oueaclon  2,  we  neither  oppose  nor  Buppacc  the  proviglooa  of 
flection  9  of  the  hill,  with  reipact  to  aectlona  7  and  B  we  merely  expressed 
what  aeeaa  to  ua  to  be  prefereble  policy  alternatives!  Doing  eo,  ww  r*ci>8~ 
nized,  the  logic  of  poaltlona  taken  in  the  bill  and  conld  support  th*  bill 
•van  If  our  i  in  ii^miiiIiiI  lima  were  not  acc^ted- 
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Aa  I  und*rit< 

■nd  your 

poaitton,  you  urge  that  the  FDIC  be  given 

author ItT  to 

•nd  aupervlae 

■11  foreign  branchea  it  Inaurcs, 

HhatheT  char 

teced  by 

state  or  fed a 

ral  authorltlea.  While  I  believe 

for  reqi. 

■a ting  thla  a 

uthoTlty  have  Berlt,  I  would 

point  out  that  th«y 

On  the  other 

u  think  tha  FDIC.  rather  than  the  Federal  Reaervc, 

■hould  aupcrrlsa  ata 

e-chartered  f 

orelgn  banks  becauae  It  would  be 

BTa  conalat 

t>ent.  Do  you  chink  the  FDIC  ahould 

•upenrtae  at 

ered  agen.;lea 

.a  well,  even  though  they  ara  not 

Inauted? 

If  not,  do  y 

ou  belle-. 

e  that  agend 

es  should  have  no  Federal  supervision 

desplt*  the 

fact  tha 

they  operate 

milti-stste  offices  as  a  network 

and  that  aultl-offlc 

a  of  U.S.  banka  are  subject  to  Federal  reguUtloDB? 

In 

our  teatlKn* 

M  did 

not  Intend  to 

suggeet  that  the  FDIC  exaalne  and 

■tipoTTlae  .11  fo 

reign  br 

Dchaa  which  1 

t  Inaures  whether  chartered  by 

ate  or  federal 

■uthorl 

lea.   Itather 

It  la  our  view  that  the  FBIC  should 

b« 

th*  pclsary  f 

ederal  a 

hoee  lostltutlooa  which  are  lleenaed 

choose  to  accept  the  benefits  and 

Itu 

rdena  of  Feder 

This  would  include  agencies  *»   well 

u 

braocbea,  avei 

a   though 

they  are  not 

Insured.   In  addition,  we  believe  that 

DBlsteat  mth 

he  depo 

fuoctlDO,  the  FLIC  ahould  be  given 

thorlty  to  exai 

alne  all 

branchea  whlc 

h  are  insured  or  are  applying  for 

da 

for  depoait  inaurance  purposea. 

ch  ai  detaralnlag  th«  ■ 

lagnltuda  of  the  rlak  to  be  covered  by  the  bond 

or 

pladgad  aaaat 

With  rupcct  to 

your  lai 

queatlon,  It 

Is  our  view  chat  there  ahould  be 

federal  cupervlllon  and 

egulatlon  of 

state  chartered  agencies. 

I 

■lacaraly  hope  th*t  tht 

aa  anavera  at 

e  responsive  Co  your  questions. 

If 
fu 

they  are  not. 

pl«aa<  do  not  heal tat 
zm   «•  can  provide  to  y 

.  to  call  on  M  or  ay  staff  for 

Again,  let  me  thank 
■e  at  tha  hearlnga 
appreciated. 


It  wu  aincercly 


^^^^i&J^'^*^ 
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WASHiNerpn.  d.c.  lasn 

July  21,  1977 


HcnorAle  nDbert  BIoob 

Fiist  Deputy  for  Poltqr 

Office  of  ti«ptiDller  of  the  Currency 

Huhingtoi,  D.C. 

Dear  Hr.Blooa: 


«  Act  of  1977,  H.R.  7S2S. 

Ihe  SiiicDnnittee,  of  coune.  Is  uudois  ta  crafilete  action  on  the  t>endiii( 
■assure  and,  accordlngl)',  mb  would  qtpreciate  your  response  to  the  fbllonnt 
questions  bf  nocn,  Fnd«y,  Jiily  Z9. 

1.     In  wei^ins  the  need  for  federal  regulation  of  faicign  banks,  shojlih't 
we  consider  the  fact  that  loee  SB  percent  of  foreign  bank  assets  are  held  by 
balks  with  operations  in  B>re  than  one  stateT    How  amy  U.S.  banks  with  wlti- 
state  c^rations  are  not  sii>Ject  to  federal  irgulaticn? 

Shoul^'t  we  also  consider  the  fact  that,  lik«  U.S.  banks  with  loan 
proiluction  offices,  foreign  banks  tend  to  operate  their  lultistate  offices  as 
■  nelMoAr 

.  Keiaann's  testiamy  to  this 

"It  should  be  a  central  puipose  of  aiq*  systea  of  regulation 
of  foreign  banking  to  sustain  and  invigorate  we  AicTican  centers 
of  international  trade  and  finaruie  so  as  to  facilitate  thereto  the 
flow  of  coital  thiDU^  the  U.S.  cq>ital  naikets  and  the  Hovcsent 
of  trade  into  and  out  of  the  Uiited  States." 

Hm  namr  sudi  centers  of  intemational  trade  and  finance  are  there  cur- 
rently, and  hm  realistic  is  it  to  en>ect  that  efforts  by  other  cities  to 
attract  foreign  benks  will  increase  die  nudwr  of  such  centers  to  any  siiistantii: 
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ItaaoTAle  Robert  BloM 


oiHU^th 


"Hie  doaestic  brmdi  BBy  be  injected  to  raquii^aata  uadar 
fbTeip  iBr  or  to  political  nd  econaaic  dedsions  of  ■  tornigi 
govemnent  lAldi  amflict  vith  doiBstic  badi  regulatoiy  poUdes." 


haw  pppossd  the  piidelincs  and  ccmultatlons  provided  indar  section  9.    MOulAi't 
you  also  view  this  as  a  problea  idiidi  traiscands  ths  boaidi  of  hmk  rtBtdatoqr 
polic)'? 

4.    You  seem  to  sugcest  that  federal  regidation  of  fonlp  b«iks  !■  not 
needed  althou^  you  also  indicate,  en  page  4,  that  optlcnal  federal  diarterliv 
is  desirable  aid,  on  pags  6,  that  you  sinort  iKoaing  nsam  raqtdnaesti  en 
forei^i  banks.    Are  you  suggesting  that  the  Pad  be  giwM  authority  SffioamtMrf 
control  without  having  ButhOTity  to  regulate  or  supervise  fbrelpi  banksT 


,,Google 


Comptroller  of  the  Currenc/ 


jmptrollef  of 
knlnMialar  a 


or  r4atioful  Elanks 


July   29,    1977 

Itie  HonorablB  Femand  J.  St.  Oflmalii 

subcfaaitUe  On  financial  Institution 
Si^arvlalon,  ftBgulatlonj  and  Inauianc 
u,  S.   HouBa  of  Etepresentatlvei 
HishingCon,    D.    C.      iOSlS 


1)     llili  Offlca  i(  not  mvara  of  anr  U.  S.  iMok  >lUi  Bnltl-Mat*  opuatlsu  atilck 

la  not  Csdarally  regulatad.     Hw  Intaratata  actlTltt**  of  D.  B.  baaka  ad  tonl^ 

Indaad  should  mlgh  thass  conaldarattons  In  Ita  dalUaratlana  of  tba  Xacaznatlcail 


Ti  during  1976  abov  tbat  9t  national  b 


ctlvlty   In  Boston- Proaldanca.    Philadalphla-Plttabur^,   : 

le.     Thaaa  araaa  ara  tha  traditional  Intamatlonal  Crads  cancara  la  tka 

thaae  centara  liXaly  would  bansflt  frca  tha  piaaoDos  of  BalOE  foraipi  M 
DB  mannar  as  centsrs  vhlcti  already  hava  on-alta  activity  of  Bajor  fscvM 
oC  Edge  Act  banking  corporations  hava  baaafltad.     A  aajor  polat  taara  is 
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July  M.  i*t1 


t  ottiam,  tallmmd  trr  an  »a«iwy,  i 
ndwldlary,  depsoiing  on  Iwal  boalBM*  qroHCli  and  : 

Ih*  MtaoA  Sif  oparatloni  In  a  country  Tanarally  proc«*di  along  tl 

— cHatUn  p»C«H      ror  BOBt  Ccnalqn  banJu     that  natwuk  aaoalatloi  1«  tmlj 

Just  btqloaing  ootaUta  of  tin  Uicva  aajor  canuii. 

Itarafora,  it  U  rMllwlo  tbit  othar  cwiCaci  avantuallr  wUl  attcaoc  OB-atU 
praMfiM  of  foraign  banJu  btyond  ■  TafirawntaClva  offlci  lanl  pmvidad  luch 
pt— woa  Li  pnslttad  by  atatuta.     Ibow  ittiactlona  aay  dailva  [rcn  qanaril 
D«mU  aogoiBlc  giOHth  Ucndi  In  a  cantai  oc  pailiapa  an  ImlLvidual  altracUan. 
•.9.  tba  Bcojactad  volkxngen  plant  ^  Pannaylvarda      Maad  on  ouir  matina 
— —■"""-  in  wea*  thaa  twanty  i^unUlaa  annually     n  tn«  'iia  our  dkicuailona 
vlCU  loraiqn  banhari  and  ottlciaJa  it  all  lanla  that  tha  imltad  Statai  la 
Tlmad  abtoad  U  the  Mfeat    acit  attractive  place  lot  stpttal  la  tlia  mrlfl  U4ai 
«i>d  Is  'rle«wd  B>  having  atUl  note  dsvelopnent  potential,     ;t  Is  raporlad  that 
laraign  invaetaent  In  Ctaa  United  Scataa  mm  appioichaa  ilO  billion  and  the  Ilon 
i«  not  axpected  to  ceaia  «»  the  United  Stataa  eonllnuaa  Ita  leputatlon  ■■  tha 
oaotai  of  capitalliB.     taoka,  (V— el  In  and  focaiga.  are  Um  Lnteise-llulaa  of 
tlili  capital  Influx. 

31     Ma  ballara  that  vltli  tfaa  ^l^^nJaB  rarfeniil  by  t)w  rOIC,  that  kgaaeya 
tntaiaata  Kill  ba  luCflclantXy  prntactad.     Tbarafoi*.  m  ballaia  the  ooo- 
•Bltatlva  and  clearing  procaaa  la  (aotlon  9  la  not  Moaaaaiy. 

*}    Be  did  not  intand  to  suggaat  Chat  a«n  fadaial  Eagulatleo  of  foialgn  baaka 
la  Bot  Bsoaaaarr.     Ttia  Act  proTldae  In  Section  71c)  for  Uw  redaral  Maarva 
trttm  te  noalTa  tlia  nacaaaaiy  raporCa  tr,  KuilLor  activity  for  nonecacy 
ODOUol  pUipoaaa.     Foiaign  banka  alcaa^  sulKlt  iralilDtaElly  chli  type  oC  In- 
fotsation  to  the  radaial  maarva.     Saotioo  IJ  of  the  »ot  pravldea  the  Soarl  of 
fiovamora  alth  legulatoty  and  anloroaaant  authority.    Thaaa  pTOTlalona  agraar 
I  aonataiy  control  p 

M  Mfio*  ajipraclBtaB  tl 


O^c 
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Mr.  Stman  1-  Pittan 

IiBtltute  of  Rnelvi  Bnkns 

1600  M  StTBBt.  N.W.  .^ 

Mtshlnftnt,  D.C.     20006 

Dht  ».  Pltt^: 

Oi  briMlf  of  t)M  StttoonittM,  I  wirii  to  «veM  our  qpncUtlai  te  Oa 
testlKi^  Df  tto  IntUtuU  of  Ibnlfln  Baikns  on  tha  pnvislsns  of  tho  lutar- 
Mtioul  BnUni  Act  of  19T7,  H.R.  7»S.  Ma  MpadaUy  ^ifnedJn  )nwiBdM<- 
tU*idl]i8  of  tha  naCBMl^  ftir  the  CMieallfttlon  of  our  haaliifs  on  Ally  14  ait 
jour  ooopentlon  In  ■nctaanJiLlng  tha  SiAcandttea  bjr  tactlQ'liU  ikirtiic  dn 
Nmdnf  MMlm  on  Ady  19, 

Tba  SifccaadttM,  of  omitm,  it  nadotB  to  aon  finwnd  afCar  ■  tfaoipn> 
■ulylls  of  tha  XatMaaOf  praaontad;  .     '  "     ~ 

the  falloulnf  additlanal  quMtlms  m 
qusatiom  an  m  follOHt: 


ertaln  fbnl; 


Statnait,  ha  aajr*. 


mtf  or  all  of  tha  Radaial  najarm  Act  rertrlctions  eo  Aaaatlc  —^ar  hota. 
Ihi*  U  not  aqial  treafnit ;  en  tb*  ecntniy,  Oilt  it  diaciialiiatian  agtiiKt 
fiiraipi  balks.     IWeTal  raaem  nqulnaanti,  aptiOMil  fbr  iloiitle  b«ds, 
boccBB  amdatoty  for  foni^  bnUns  In  the  U.S." 

Is  it  not  truB  that  no  other  CMttral  bade 
bualntt*  in  It*  donaitic  oBrancy  wltlttn  tha  a 

Iqnsinc  the  ana  aenataTy  coitrol*  on  Ao*e  bnftt  that  are  l^iota^  on  Its 
doBBatic  bMiksT 

2.    Oairnn  LMalstla  of  tha  FDIC  taitlfiad  that  of  dw  thiae  larf*  ba** 
Mhlch  it  evfisTvises,  tMO  an  siteldlarles  of  Eaiaioi  baidis-    In  tiio  portion  of 
Hr.  SaLuca's  statemrt  quoted  Aow,  he  bases  his  atguMnt  tiiet  Federal  ItaaorM 
ratEulatlon  md  auidBtoTy  reserve  ipqutr— nts  tor  Cmtpi  bmks  oill  ba  Ua- 
crlsinatoiy  oi  an  iKfillcit  ce^NDiacn  of  forelcn  baifti  with  StatB-cfkartarad 
wiiiiiiliir  oanks.    Tat,  ha  hai  noted  elseidwr*  that  nda*  afftctlng  dapoaltmy 
Institiitiana  audi  as  State  nonwatKir  banks  are  not  iiiiiiniiiUy  affdlcAla  to 
nea-deintitoiy  InstltutivB,  sndi  as  foielen  b«dt-  bnndeiMid  Miendat.    lait 
diare  soae  IncBntistenrar  in  Mr.  IMuca's  anraients  on  various  acctioos  of  tto 
biUT 
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t^.  Sumn  t_  PltOHn 


IM  bUUcn,  DDt  176  billion  ■•  (Utod  tqr  Fddtral  toMTM  Baud  OnwrnDT  Gu4wr  m» 
OthBT  wltnMM*.     In  i«*pca«e  to  ar  quntlon  ecnomnlng  than  flsm*,  Mr.  DoLuca 
■ckBWlsdtBd  aat  the  pnamt  W  bUlian  fi«iira  vn  «  nductlon  of  110  UUicn 
t*^  total  auMt  at  yaar-ond  1976.    Mr.  Dslixa  did  not  tfna,  hoimoT,  HiMt  thU 
MBS  ■!  Indicatim  of  Oa  volatility  o^  fendp)  b«dc  operatlDm,  that  it  reQactad 
aioUa  flOHB  of  fiaidi  ina>  aid  out  of  dw  Ibltod  Statat  dumish  choM  ofOcaa, 
or  that  diWH  tlnble  Dam  iwtlfiad  dttact  Kootair  cmtiol  ovaf  fenipi  tuak 

In  TDor  vlaw,  tfalJ  |10  blllioo  raductlen  in  ftralpi  b«d(  aaaat*  aorelir 
la&actad  aaaiawal  tacan.     lb  Miaonal  factors  noiiBlly  nault  in  ■  IS  patcant 

IT-*-  ■''—  In  aaaats  of  JuHuatle  bMikiT    MMilAi't  a  distB"  ^  aaaat  aiia  of  that 

■agnltude  WMllr  nflect  mrf  ilpimcnt  dtMign 
etuUtlcDiT 


ftorelvi  claim  CaU  Uai  thn  fl  biUi«n  lAila  CDraisn  liAUitia*  imppoi  hf 
$S.S  bUlioD,  &T  a  nat  ouCOaM  of  II.5  bUllcn.     Doa*  >udi  a  d»alofMnt  TaQact 
jaaifwil  factoTB  or  ia  it  tiie  raault  of  aote  volatile  trpei  of  opeiativn  tbai 
tbgaa  idildi  diaractarln  doMttlc  bnkaT    Hiat  li^iact  M.tft  a  t3.S  blllbsi  outOw 
of  ftada  han  on  Mnej  aaikata  in  the  Uiitad  SUtatT    Miat  recoitne  doe*  the 
Fedaial  Iteaama  hava  In  its  efferti  to  itAiUn  Mmejr  Mitots  nd  puma 
polidaa  lowndnc  credit  avalldilli^    Do  other  cntnl  b«ika  panlt  tiair 
ovMudla*  to  mm  In  aid  out  of  the  ifcoaitie  aonajr  aaikat  without  umlnc  tba 
— — *"y  tool*  at  their  diepoaal  to  Inaueoca  or  «inl*dse  tin  dtrection  of  fuch 
■liiaMMll  of  findiT 

4.  tb-.  Dri-ocB  aixuBi  en  papa  17  bkI  1>  of  hli  ititMMit  that  the  lefialatien 
la  not  needed  haouM  noat  of  the  activltT  of  fimelei  badca  ia  coiAEtad  bjr  ajiclai 
lAlch  do  not  accept  dapoeltt.     Are  you  ware  that  the  asenqr  ehare  of  total  fenlvi 
bank  aeaeti  t*  no  longer  SI  peic«it  --  It  Aae  Jwppad  to  31  penant  --  Hhile  the 
iiimn  of  btwaJw*  has  riaan  tiam  23  patcant. to  36  pemnt  in  tha  laaa  parlod  o«wr 
the  laat  tao  jMnT    Doaan't  the  gratrth  in  bivirh  faaate  md  the  Incrraae  of  U.S. 
Afwalte  In  Ionize  banls  undeniliia  Mr.  DeLuca'*  aifiamtT 

5.  Hr.  Dduca  anuea  on  p 
baaktag  in  the  Itaitad  Statat  1* 
acne  to  soev  eoctait  nd  with  a 
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probliB,  but  iBdlcatlm  o , .__ 

TMi-«nd  197S.  flftaoi  Bmigt  bnfei  1^  U.S.  bnidBS  imMta  of  onr  H  UlllM. 
Th>  •czrai*U  u>M9  of  >U  IS  H>n  (32-5  blUlm.  at  Ircrmi  fif  U  UlUn 
'  •  pravliui  yaax.    (M  mb  affbrd  to  I^bib  Hfr  ci^atlttlB 
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Shaw.  Pittman.  Potts  &  TnowaniDoc 


The  Bonorable  Pemand  J.  St  Germain 


U.  S.  Mouse  Of  Representatives 
SubcooBittea  on  Financial  ~ 

Suparvlaion.  Regulation  and  Insurance 
2136  Rayburn  House  Office  Building 
Washington,  D.  C.   20515 

Re:   Inatltute  of  Foreign  Bankers  Tastii»onY  on  H.H.  7325 

Mar  Hr.  chairman: 

On  behalf  of  the  Institute  of  Foreign  Bankers  and  Its  officers 
and  trustees  who  testified  on  July  1<I,  we  uisti  to  express  our 
appreciation  for  your  courteous  and  productive  conduct  of  the 
hearings  on  H.B.  7325,  and  we  make  the  following  response  to  the 
questions  contained  In  your  letter  of  July  21. 

loar   Paragraph  1 

Question:   'Is  it  not  true  that  no  other  central  bank  pamits 
foreign  banks  Co  transact  business  in  Its  domestic  currency 
without  Impoaing  the  same  monetary  controls  on  those  banks 
that  ara  Impoaed  on  its  domastic  banks?* 

Answer:   So  far  as  we  know,  most  foreign  central  banks  impose 
monetary  controls  on  foreign  as  well  as  dcoieHtlc  banks.  The 
point  we  have  attempted  to  stress  in  out  testimony  is  that 
tha  Dnitad  States  has  a  unique  system  which  permits  banks 
to  organize  and  operate  under  various  options,  one  of  which. 
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The  Honorable  Fernand  J.  St  Gecnaln 

Page  2 

Jaly  27,  1977 


exercised  by  over  60%  of  the  dooestic  baiiks.  is  to  orquiii* 
under  state  law  and  to  avoid  the  benefits,  burdens  and 
restrictions  of  memberHhip  in  the  Federal  Reserve  SyateB. 
He  know  of  no  comparable  system  of  bank  regulation  abroad, 
permitting  banks  to  choose  aisong  nethoda  of  regulations  on 
the  basis  of  burdens  and  benefits.   The  issue  of  whether 
to  deny  such  a  choice  only  to  foreign  banks  does  not  arise 


Your  Paragraph  2 

Question:   '.  .  .  Mr.  DeLuca.  .  .  bases  his  arguaenc  that 
Federal  Reserve  regulation  and  nandatory  reserve  requinaanti 
for  foreign  banks  will  be  discrininatory  on  an  iaplicit  cos- 
parison  of  foreign  biuika  with  State- chartered  imiMiMliai  baaki. 
Vet.  he  has  noted  elsewhere  that  rules  affectinci  depository 

bank  branches  and  agencies.   Isn't  Chare  Boms  incanalBtsncy.  •  -T 

fum^amental  and  important  points,  nanely,  denial  of  ttw  Ofitlan 
of  becoming  a  System  member  is  discriminatory,  and  rules 
designed  for  depository  institutions  are  not  designed  for. 
and  should  not  be  applied  to,  nondepository  foreign  bank 
agencies  and  commercial  lending  companies. 

Questions:   "Are  foreign  bank  branches  and  agencies  c<spar>ble 
to  State  nonniember  banks?  Are  these  banks  aaong  the  D.  B> 
institutions  with  which  you  ccnpete?   Do  they,  like  toraign 
bank  branches  and  agencies,  currently  have  aultistate  operation* 
under  the  Bank  Holding  Company  and  Edge  Acts,  and  are  Itiey 
likely  to  establish  multistate  operations  in  the  future?  If 
they  do  so,  will  they  not  then  be  subjec      -  -    -  - 

Answers;  We  agree  that  foreign  banks  coapete  wit 
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intended  to  provide  relief  from  allegedly  unfair  cos^Dtitlv* 
advantaqea,  conea  from  these  major  ccmpetitora.   We  are 
not  iDformad  on  whether  state  nonooiber  bonlca  engage  in 
the  type  of  multistate  banking  operations  characteristic 
of  the  donteatic  national  mambsr  banks.   Hovever.  we  do  not 
agree  with  your  implication  that  they  would  be  necessarily 
subject  to  FRB  regulation  by  virtue  of  their  engaging  in 
multistate  banking  in  one  or  mora  of  the  varioua  fcnns  used 
by  the  larger  donestlc  banka.  On  the  contrary,  nonmember 
state  banks  are  not  rsatrleted  by  federal  law  from  engaging 
in  multistats  banking  directly  through  deposit- taking  branchaa 
wherever  state  law,  now  or  in  the  future,  may  permit. 

Your  Paragraph  3 

Question:   'Between  Harch  and  April  of  this  year.  .... 

.  .  .  ■  net  outflow  of  53.5  billion.   Does  such  a  davelopnent 

reflect  seasonal  Eactora  or  is  it  the  result  of  more  wolatile 
types  of  operations  than  those  which  choraoteriie  dcmestic 
banks?  Hhat  impact  might  a  S3. 5  billion  outflow  of  funds 
have  on  money  markets  in  the  Dnited  States?  Hhat  recourse 
does  the  Federal  Reserve  have  in  its  efforts  to  stabilize 
money  narkats  and  pursue  currencieH  to  move  in  and  out  of 
the  dcDestlc  money  market  without  using  the  monetary  tools 
at  their  disposal  to  Influence  or  nininize  the  direction 
of  such  movements  of  funds?- 

Answer:   Seasonal  factors  are  a  significant  factor  in  the 
first  quarter  drop  in  assets  bat  are  not  exclusive.   It  is 
impossible  to  generalize  on  the  many  lesser  factors  affecting 
the  large  variety  of  transactions  which  change  aggregate 
foreign  bank  assets  and  liabilities  in  the  United  States. 
Bowever,  it  seems  to  us  abundantly  clear  that  the  quantities 
moving  in  and  out  of  the  United  States  through  foreign  bank 
offices  in  the  United  States  are  extremely  small  ccnpared  to 
such  monetary  movements  through  domestic  banks.   As  the  hearing 
record  amply  demonstrates,  movements  of  funds  through  foreign 
bank  offices  are  subject  to  fully  effective  voluntary  compliance 
■  requirements  of  the  FRB  comparable  to  those  imposed 
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on  international  tEansactians  of  dCBMtic  banks  and  tbalr 
branchea  overaeaB.   Thu»,  wa  ■•a  no  baaja  to  oxpeet  tho 
FBB  to  require  any  significantly  different  reaarvea  under 

the  authority  of  Section  7(a)  than  it  la  now  achieving.  In 
any  event,  a  net  outflow  of  S3-5  billion,  which  you  ■ention. 
and  the  much  anuiller  amount  which  night  be  ellBlnated  by  my 
ible  level  of  reserve  requirements,  could  not  have 


appreciable  impact 


1  the  monetary  policy  of  the  Onitad 
i   that  voluntary  ccnpliance  is  a  proven 
1  which  gives  the  rm   aapla  opportunltr 
L  pcoblena  arising  fron  foreign  bank 
3  and  have  heard  nothing  In  the  testimony  of 

>  otherwise.  You  ask  again  In  this  contait 
1  banks  use  nonetary  tools  to  Influeim 

they  do,  but  it  is  vary  ralavant 
iny  foreign  central  banks  raly  on 
voluntary  compliance  ainilar  to  the  reguasts  MAde  by  tbe 
PRB  to  foreign  banks  in  the  Unitsd  Statas. 

your  Paragraph  4 

Questioni   'Mr.  DeLuca  argues  on  page  17  and  IB  of  thla 
statement  that  the  legislation  is  not  naadad  bacauaa  Boat 
of  the  activity  of  foreign  banks  is  eonduetad  by  aganctaa 
which  do  not  accept  deposits.  .  ■  .  Doesn't  the  growtb  la 
branch  assets  and  the  increase  of  0.  S.  deposits  in  foralga 
banks  undermine  Mr.  DeLuca 's  argument?" 

Answer:   The  cited  IFB  atatunent  made  the  mora  llmitad, 
cut  important,  point  that  the  bill  should  not  cova 
and  coomerclal  lending  ccapanlea  because  tliay  do  a 
deposits  and  that  share-of -market  statistics  should  ba 
reduced  accordingly,  whatever  the  latest  statistics  show.  Thl 
particular  arguroent  is  not  directed  at  the  need  for  Uia  antir* 
bill,  as  your  question  suggests.   The  growth  of  branch  assstf 
more  rapidly  than  agency  assets  in  the  last  two  yaars,  if 
anything,  supports  the  IFB  point.   During  He.  La — ' --- 
testimony,  a  similar  question  was  put  by  you  as  t 
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recent  asset  statlBtic"  do  not  reflect  c 
Japanese  banks  from  agencies  to  branches  in  New  York  and 
whether  a  motive  night  be  to  anticipate  this  leqislation. 
Attached  Is  a  statement  prepared  with  the  help  of  aome  of 
the  Japanese  banks  which  have  recently  applied  for  branch 
licensing  in  Now  York  State.  It  provides  a  niuch  needed 
perspective  on  the  motivations  behind  these  applications 
and  effectively  dispelB  the  notion  that  these  applications 
'  -ted  by  anticipation  of  legislation. 


iragraphj 


guestlon:   '.  .  .  Can  we  afford  to  Ignore  any  cocapetitive 
advantages  of  15  huge  [foreign]  banks  with  over  SI  billion 
of  U.  5.  aaaeta,  adding  $4  billion  to  their  assets  in  a 
Blngle  year?" 

Anawer:   The  billion  dollars  of  U,  S.  assets  you  refer  to 
are  less  than  one-tenth  of  one  percent  of  U,  S.  banking 
assets.   At  no  point  in  the  testimony  have  any  of  the 
prc^Kinents  of  the  bill  or  anyone  else  suggested  that  a  justi- 
fication of  the  bill  is  conpetitive  advantage  relating  to 
the  size  of  foreign  banks.   If  there  la  such  an  arqument. 
it  could  be  more  effectively  nade  with  respect  to  the  big 
domestic  banks'  far  greater  share  either  of  the  U.  S.  market 
or  of  the  markets  of  home  countries  of  foreign  banks  in  the 
U.    S.      However,  we  doubt  that  diac our element  of  foreign  Invest 
ment  in  the  united  States  because  of  the  size  of  the  investor 

ment  would  wish  to  identify.  The  issue  posed  by  H.R.  7325 
la  whether,  quite  apart  from  relative  size,  foreign  banks, 
on  balance,  have  a  competitive  advantage  resulting  from  the 
diversity  of  U.  S.  banlc  regulation.  Ke  believe  the  hearings 
record  demonstrates  that  they  have  more  disadvantages  than 
advantages.  IFB  prefers  to  share  in  the  diversity,  even  the 
iMperfectiona ,  of  the  existing  U.  S.  regulatory  acheme,  rather 
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than  to  take  on  tha  new  burdens  and  uncertainties  of 
reitructurlng  federal,  but  not  state,  regulations  for  the 
sake  of  a  syiimatrY  of  regulation,  partially  unattainable, 
of  wholesale  foreign  bank  branches  and  agencies  and  of 
retail  domestic  banks.   But  if  the  Subcoonlttee  decides  to 
recconend  a  bill,  we  renew  our  plea  for  equal  treatnent 
which  la  consistent  and  econonically  realistic,  along  the 
lines  of  Fart  C  of  our  stateannt. 

Thank  you  for  the  opportunity  to  explain  further  our  vlewa 
on  n.R.  7325.   If  we  can  be  of  any  aaslstance  on  a  nore  technical 
level,  we  would  gladly  respond  at  any  tine  with  drafting  soggestior 
'  hin  the  frssiework  of  the  Subconmlttee' s  intentions. 


Respectfully  yours, 

SHAH,  FITTMJUI,  POTTS  I,    TR0HBRID6E 

^teuart  L.  Plttman 
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July  27  Lettar  of  Institute  of  Tortiqa   Bankera 

to  chalraan  St  Genuln 

Be  B.R.  732S 

H*  would  like  to  clarify  tha  cacord  with  caapect  to  the 
colloquy  between  NE.  St  GecBain  and  Hr.  LeMaistre  on  paqea 
34B-9  of  the  tranaccipt  relating  to  the  changes  in  percentage 
■haze  of  foreign  bank  aasata  in  agenciea  and  branchea  frcn  1974 
to  1977.  Mr.   St  Saraain  referred  in  that  regard  to  converalona 
of  Japanese  bank  agencies  in  the  State  of  Hew  York  to  branchea 
and  auggested  these  convaraiona  were  aotlvatad  in  part  by  an 
effort  to  beat  the  effective  date  of  this  leglalation. 

The  reasons  fo^ Japanese  banks  changing  troa  agency  to 
branch  status  are  principally  that  the  needa  of  tbelr  sain 
cuatomera,  Japanese  campanies,  have  been  calling  for  >K>re  conpra- 
henatva  Banking  aervicas,  whereas.  In  the  past,  they  ware  aalnly 
Interested  in  trade  transaction  financing.   Since  the  reatoratlon 
ot   confidence  in  the  Japaneae  econcray.  following  the  diaastroua 
effecta  of  the  Arab  oil  embargo  and  subsequent  price  InereaaeB, 
there  has  been  a  significant  expansion  ot  the  activities  mch  aa 
direct  Investments  of  Japanese  conpanles  in  the  united  States, 
especially  aince  the  latter  pact  of  197S.   This  growth  has  brought 
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with  it  an  increased  denand  for  more  dlvarcified  and  broadened 
vholeaale  banking  aervieea. 

Also,    from  recent  experience   in   the   international    finance 
market,    Japanese  and   other   foreign  banks  have    learned   that   it 
would  be  desirable  to  diversify  tbeir  sourcea  of  foads,   for 
exanple.   through  the  Issuance  of  CD's.     Only  a  branch  can  take 

Changing   tO  branch  status   Involved  buslDaas  deeiaioas  that 
the  Japanese  banks  could  be  nore  responsive  to  their  cnatflaars' 
groving  and  diversified  needs  as  well  as  being  bettor  able  to 
protect   their  dollar  aaaeta. 

A  second  reason  luggaBtsd  by  Nr.  St  Gaimain  tor  th«  con- 
versions was  that  New  York  State  has  prohibited  agenclee  froa 
issuing  acceptancea.  The  record  should  b«  made  clear  that  ■•« 
York  State  has  never  prohibitod  agencie*  tttm  Issuing  eligible 


Mr.    St  Cecinaln  also  attributed  som  of  the  cbangea  in 
percentage  share  of  foreign  bank  assets  in  branehea  and  aganciel 
to  the  conversions  of  Japanese  bank  agencies  in  the  State  of  M( 
York  to  branches.      In  that  regard,   the  following  asaet  figure* 
of  foreign  banks  operating  in  the  United  Etatea  In  1974  and  1*77 
taken  froD  the  Statistical  Appendix  to  the  stat^MDt  by  Gavenor 
Stephen  s.   Gardner  sulnitted  to  the  Subco^alttee  on  July  13.   1*77, 
are  self-explanatory.      They  shiTw  that  total  n.    S.    aaa«ta  of 
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banKa  declined  slightly  and  they  also  shov  Chat  the  substantial 
increase  in  foreign  bank  bcanch  assets  Is  mostly  attributable 
to  banks  front  othac  countrias.  The  Intereatlng  point  is  that  nost 
of  the  Japanese  expansion  in  the  D.  S.  during  this  period  haa  been 
in  the  asset  gcowth  of  state-chartarad  subiidiarles,  which  are 
unaffected  by  the  four  Itey  prowlaions  of  the  bill  (Sections  S,  6, 
7  and  3),  for  the  good  reason  that  they  are  already  subject  to 
federal  regulation. 


Movenber  1974 
— Total  Foreign 

in  U.  S. 
— Japanese 


—Total  Fore ign 


— Total  Foreign 


lelea*     Branches*     Subsidiaries* 
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Th«  Honorable  F«rnand  J.    St  Germain 

Chairman 

0.  S.  House  of  Repreaentativsa 

Subcoomitteo  on  Financial  Inatltutlona 

Siqiervislon,  Regulation  and  insurance 
2136  Rayburn  House  Office  Building 
Maahington,  D.   C.   20515 

Sei   H.R.  7325 

Dear  Mr.  Chaiman: 

You  asked  at  the  July  19th  hearings  lAether  the  foreign  banki 
■ight  suggest  a  way  to  resolve  differences  of  opinion  relating 
to  Section  6  of  B.R.  7325. 

Me  would  like  to  associate  ourselves  with  the  views  of  Nr. 
LeHaletra,  the  Chalraan  of  fdic,  presented  after  we  testified. 
After  reviewing  the  natter,  we  believe  that  the  PDIC  propoaal  is 
the  best  answer  to  the  difficulties  raised  by  the  nature  of  foraign 
banking  in  the  0.  S.,  the  preservation  of  equal  treatnent  and  the 
protection  of  the  FDIC  fund  fron  foreign  risks. 

He  understand  the  FDIC  proposal  to  be  that  insurance  be  Bade 
available  under  security  arranganents  to  protect  the  FDIC  fund 
fron  foreign  risks  but  that  the  inevitable  discriminatory  featorsi 
of  this  proposal  be  offset  by  making  the  Insurance  optional  for 
foreign  bank  branches. 

Foreign  bank  subsidiaries  are  already  subject  to  mandator; 
FDIC  Insurance,  foreign  bank  agencies  are  not  insurable  because 
they  have  no  dcnestic  deposits  and  foreign  bank  branches  are 
essentially  wholesalers  which  do  not  solicit  the  snaller  deposit 
accounts  benefited  by  FDIC  insurance  up  to  $40,000  per  ( 


Respectfully  yours. 


Harlo  R.  de  ^ft 
Chairman 

Instltu^ 
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APPBHDIX  B 


ttaoiAl*  Hnold  M.  WUUaa 

Chftiian 

SeoirttiM  and  Exdtmiga  OwUtInn 

WadOagtan,  D.C.     20549 

OB«r  M-.  Chkinut: 

In  nocnt  beaTlnp  befin*  tbs  St&coiBltt**  oi  tha  piovlsicKis 
of  H.R.  7325,  a  CDtqr  of  idiicfa  Is  enclcnod,  I  iamjlTod  of  Govaimr 
Gu4ier  triiether  or  not  tiie  Fedenl  Reserw  Bo«n  would  favor    ooo- 
omrant  jurisdiction  with  SBC  for  tho  rovleH  of  grandfatliarM 
foniVi  bank  securities  affillats  actlvitlos. 

I  ham  enclosed  a  copf  of  Oovamor  GarAier's  testlBoagr,  plu^' 
excerpts  fim  our  transcript  containing  Bataiial  relating  to  tliis 
sii>ject  Batter. 

Hie  Stbcondttaa  would  qipredate  hnrlag  Urn  vims  of  the  SBC 
tn  dM  fiBaslbiU^  of  this  suggBStliat  mmI  Mhathar  the  ComlssiaB 
would  be  wiUinc  to  uidertala  this  additional  ragulatoiy  responsibility 
riwuld  the  Siixoaalttee  adopt  Cbwmor  Gardner's  suggestion. 
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SECURITIES  AND  EXCHANGE  COMMISSION 


Mtim 

JUL"" 


The  Honorable  Fernand  St  Germain 

Chairman 

Subconnittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 
Committee  on  Banking,  Finance  and 

Urban  Affairs 
U.  S.  House  of  Representatives 
Washington,  D.  C.   2051& 

Dear  Congressman  St  Gemaln: 

Thank  you  for  your  letter  of  July  19, 
seeking  the  Comiissloa's  views  on  the  feaslbilltj 
of  concurrent  Jurisdiction  by  tbe  Conmlssion  and 
the  Federal   Reserve  Board  over  foreign  bank 
securities  affiliate  activities  In  the  United 
States. 

I  have  asked  Ur.    Harvey  Pitt,    General 
Counsel   of  the  Commission,    to  examine  this  approach, 
and  to  reviev  Governor  Gardner's  testimony  and 
provide  me  with  a  report.     You  may  be  sure  I   shall 
be  in   further  contact  with  you  as  soon  as   I  have 
Mr.    Pitt '.';   report . 


th   bet 


S-Zi- 


cine  the  Hearing  went   to  preac.   nc 
n  had  been  received   from  the  SEC. 
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It  1b  with  great  Interest  that  this  EinbaBBy  has  followed 
the  hearings  on  the  International  Banking  Act  under  your 
able  leadership. 

It  h«G  come  to  ny  attention  that  you  raised  some  questions 
about  the  adaisslon  of  foreign  banks  to  Sxitzerland  and 
alleged  dlscrinlnatory  practices  such  as  the  so-called 
"negative  Interest"  on  foreign  banK  deposits. 

SlncB  I  wondereil  If,  perhaps,  there  do  not  enlst  nlsunder- 
Btandings,  I  asked  Kr.  Fritz  Leutwller,  President  of  the 
Swiss  National  Bank  (Swiss  Central  Bank),  to  let  me  have  an 
official  outline  of  the  existing  situation  for  your  informtitlon. 


1  a  cable  reply,  t 


The  Honorable 

Pernand  J.  St  Germain 

U.S.  House  of  Representstivea 

Chairman  of  the  Subcommittee  c 

Financial  InstltutlonB  Supervl 

Regulation  and  Insurance 

2136  RHOB 

Vashlngton,   D.C.    £0515 
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text  to  you.  1  hope  it  Mill  clarify  the  Bituation  >■ 
far  as  Swiss  banking  legislation  is  concamad. 

Hay  I  ask  you  to  kindly  have  thla  lettar  and  Praaldent 
Leutwller's  statement  circulated  among  tha  naabara  of 
your  Coranittee. 

Thanking  you  very  much  in  advance  for  your  attention. 


sincerely  your a. 


f(V)Ue'»<//fsL'e^ 
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Foreign  Banking  in  Switzerland 

1}  Swiss  banking  legislation  subjects  the  admission  of 

a  foreign  bank  to  the  warranty  of  reciprocity  by  the  country 
in  which  the  foreign  founders  or  the  persons  or  companies 
controlling  It  are  domiciled   (principle  of  reciprocity). 
Furthermore,    the  foreign  bank  shall  not  use  any  style  that 
could  point  to  a  Swiss  chararter  of  the  bank.      It  has    to 
commit  itself  vis-a-vis   the  Swiss  National    Bank  to  respect 
existing  credit  and  monetary  regulations.      There  are  no 
further  restrictions   on  admission. 

Also  in  the  most  recent  past,    foreign  banks  have 
established  themselves  in  Switzerland.      In  1975  they  numbered 
five,    in  1976  four  and  in  the  first  half  of  1977  two. 
Admittedly,    some  foreign  banks  also  had  to  close  down  because 
of  financial  difficulties.      From  the  end  of  1971  to  the  end 
of   1976   the  overall  number  of  banks   in  Switzerland  declined 
by  56   to  490,   whereas   the  group  of  foreign  banks  showed  an 
increase  by  one  to  98  during  the  same  period. 


2)  Swiss  regulations  on  the  Interest  ban  and  negative 

interest  are  not  discriminatory  to  foreign  banks.      Foreign 
banks    in  Switzerland   have  to  abide  1^  these  measuFeB     -  HhK 
are  motivated  purely   by  monetary  and  not  by  structural 
reasons  -      in  exactly  the  sane  way  aa  Swiss-controlled 
establishments.      The   restrictions  apply  to  Swiss  franc 
maintained  in  Switzerland  by  non-residents,    and  this  quite 

■   / 


\ 


d 
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Irrespective  of  the  origin  and  nationality  of  the  forei^ 
depositors. 

It  Is  easy  to  prove  that  the  Swiss  measures  for  the 
protection  of  the  currency,  which  have  been  in  force  since 
mid-1972    (with  certain  interruptions  and  modifications) 
do  not  prejudice  the  foreign  banks   in  their  business  activi- 
ties.     With  the  inclusion  of  funds  held  on  trust,    the 
buBlnsBS  volume  of  the  foreign  banks  increased  from  the  end 
of  1972  to  the  end  of  1976  by  55.3  percent.      The  correspon- 
ding figure  for  the  overall  number  of  banks   In  Switzerland, 
however,   was  'te.J  percent  only. 


Dr.  Fritz  Leutwiler 

President 

Swiss  National  Bank 


July  21,    1977 
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Honarabl*  tayaoat  ?iob«t 
iritauador  o(  •wltMrlMd 
Off  lea  of  tlM  1 

2900  Cattwdral  Avh 
»,  9.  C. 


Xhnk  roM  fM  row  lacur  of  Jalj  25  and  tk*  owUao  of  Immim 
kMklag  oparattou  prevldad  bj  PraaUoBk  mt>  LontvUM  •!  dw  ShIm 
■■tlowal  laak.  I  wmU  b«  hvpT  to  laoart  yvmc  iMCv  Mi  Ite.  I 
outUa*  In  cba  raeord  of  tha  laarlnit  I 
ant  «B  tba  InfMMtlaB  «WFU«d  Md  Mk  a 


He.  laoMlar  ladtcatao  ttaac  tha  boalaoaa  TBl«wa  «f  tonlm  baafei 
tncraaaad  froa  tha  Md  of  1912  to  tka  Md  of  197<  bf  S9-3  paroMC  ahUa 
tba  iBcraaaa  for  all  baaka  1«  SMttaavlaad  dadag  tka  tMa  padsd  ma 
ooly  41.3  parcMBt.     Tbaao  flsnna.  aa  Ht.  Imbrilu  oatM.  Iinlafc  ftnM 

teU  In  truat.     la  It  poaalbla  that  tba  lattanat  ban  «■  ■ 
dapoatta  baa  tad  tha  affaet  of  natrlctlnc  tka  • 
baatnaaa  of  forolik  baaka  and  iiiiiiii|la|  chiH  fe 
lag  offafaava  bmmI  fwda  ^  acbar  flaaaalal  and  mi 
awch  aa  taetorlait  laaalag  Md  aanairlal  aacvlMat 
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tba  putna  sf  D.S.  hwk  opamUoM  Im  fvltMidaid  MOMCa  thM 
thla  WKj  b«  tb*  e«*a.     km  of  JaBaary  1973,  tbiwa  ««t*  Mdy  9  tcaartaa 
of  D.S.  bMka  lA  IwiCMrlnd.  aa  lacnua  af  Z  fcrMB>—  «wr  tha  7 
MUbllalMd  u  »f  1971. 

D.S.  bnka  Iwm,  toMvw,  mivdilamtly  ' ^  —  ^  tka  ma^m  •! 

■abildltriw  aad  «f  fUUtM  locatad  la  9wltMTlM4.    Iha  wiir  tX 
iMtltodMa  MM  fn»  16  In  1971  to  »  la  1973,  tka  ImmC  4Ma  fK 
Alch  intof— tiwi  la  nallabla.    TIwm  Tpair  iBatlj  M  W  aapMii 
la  aatlvltl^  Mhar  ttea  iii^iilil  bMklac. 

BatMM  1971  ml  197S,  ite  a^in  of  fomlis  liiiiilii  oC  V.S.  feaka 
tnw  fna  5)1  co  7S2,  u  Inerwn  of  200  aotl^^da.    Owr  A«  hm 
parlod    tlw  aaaati  of  Swlaa  bnactias  of  D.S.  ^«aka  xr«r  tctj  llttta  mk 
■tood  at  ealT  Jl.l  bUllM  aa  of  A«gMt  197S      Cb  ttmx.  4au.  tto  9  J. 
baakJas  aaaaCa  of  iwlaa  baaka  la  Kav  York,  XlllMla  aad  rbliian  «an 
12.7  bUUaa. 

It  wtuia  sppBu  clut  Svlaa  baaka  coaJaet  «  laitar  voliaa  af  flo»- 
aarelal  nnklai  bualuaaa  In  tba  Dolcad  Sutaa  than  that  rn^iM^faJ  Vj 
U.S  bnlu  In  Svitfarlud.  It  would  also  app««r  thai  Ehi  awwliij 
poller  ragulacloiu  of  tha  Swlai  Xatlooal  Sank  ba«a  had  cb*  oHact  of 
cuTtalllog  tba  fonacloD  of  branchaa  by  U.S.  Iinfta  Tba  potal,  lai 
aa  Taltarata,  la  not  that  thla  U  •■  ovart  fon  of  dlocrtalotl—  hat 
Cbat  tba  raqulr^Mnta 
dtacrlMloatoTT  affact  oa  foiaipi  b 

Thar*  ia,  hMnwc,  «mI1miT  ono  of  Uaerlatfaatlaa  oa  aklA  X  aaali 

Uba  yon  to  oiaaint       Laac  tmc>   u  pvt  of  cba  Co^ttaa'a  *vu*3  of 
Financial  Inatltutlons  and  tha  Natlooa  Ecooo^   (TUB  Sto^} ,   tba 
Llbraz7  of  Consiaaa  ptcpaiad  an  oatlln*  of  l««i  ncolatlAS  O.S*  baaka 
ovanoaa.     Oa  pat*  1013  of  Voliaa  II  of  tba  Ca^mOXim  at  ratora  fM- 
Mtad  for  tba  Stodr.  ti»  oatllno  Hat*  aa  oo*  of  tb«  t«o  Mac  raatil^ 
Elva  Totulaclooo  lapoaod  oa  D.S.  bBkot     "TiriiMl  baC  affaetlva 
eoapotltlva  roatrlctloai  l^naifl  hj  local  bHka."     Iha  otbar  faacrl^ 
tloo  llatad  la  tha  raqulraaant  for  «eifc  paraita.     CoaU  yv  ftavUa 
Infoiaatloa  concoralai  •bat.  If  mj,  ooapacittwa  laatiiatl—  an 
A  bj  local  bankat 

k  70U  agala  for  roar  lottax  aad  for  tbo  lafaiaailaa  ymm  fen* 

X  look  forward  to  yoar  _milj  oad  «a  gratafai  fW  yaar 
■  In  tbaaa  aettarB. 
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White,    Weld  &  Co. 
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Tb*  Honoiabl*  remand  J.   St.   GaE>aiii 

dialiman  of  tba  Sub-CoiMlttaa  oo 

rlnanelal  In^titationa  Suparvlalon, 

Rsgulatlon  and   Tnauranca 

HouSB  Coaalttea  on  Banking,    Financa 

and  Urban  Affalra 

Hoom  31 3e 

Ka^um  Bouaa  Of  flea  Building 

Maslilngtoa,    D.C.      20515 

Daar  Mr.  CbaliMani 

On  bahalf  of  Miita  Nald  BoldljigB,  Inc.  ('Holdlnga')  and 
Nhita,  Nald  (  Co.  iDcorporatad  ('Milte,  Hald*) ,  I  vould  lik* 
to  Bobmit  for  tha  conaideratlon  of  tha  Subcomdttaa  on  Plnan- 
clal  Inatitutlooa  Suparvlalon.  Ragulatlon  and  InaDzance  the 
following  co^nnta  on  H.R.  7335,  tha  'Intaxnatlonal  Banking 
Act  of  1977." 


Mhite,  Meld  iM  an  International  Invaatnant  banking  fiia 
regiatared  aa  a  brokez-dealer  under  the  Secnrttiea  Exchange 
Act  of   1934   and  engaged   In  a  wide   range  of  undeiwriting,   bro- 
kerage,  aacurltiaa  trading  and  lnveat>ent  connaellng  aervioea 
in  the  U.S.   and  overaeai.     All  of  the  atock  of  Hhlta,  Weld 
(except   for  certain  qualifying  aharea)    la  owned  by  Holding*. 
Approximately   thirty  percent  of  the  capital   atock  oC  Boldlnga 
(including  approxlaiately   twenty-four  percent  of  the  voting 
■eourltlaa)    ia  owned  by   Soclete  Anonyme   flaanclere  du  Credit 
Suiaaa  et  da  Hblte,   Held    ('financiera') .      Flnanclera  la   a 
diversified  financial  coiqiany  engaged  through  Ita  aubsldlarlea 
and  divialona  In  conawrclal  banking,   lnv*at>ent  banking,   aaaet 
■anagemnnt   and  brokerage  activitlea.     Credit  SolBie,  one  of  the 
three  lorgeat  banka   In  Switaerland,   owna  aipproziiutely  forty-one 
peroant  of  the  voting  aecurltlea  of  rinanclera.      HOldinga  Owna 
•pproxiBately  twenty-nine  percent  of  auch  aeeuritlea. 

Section  B  of  H.R. 
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a  voting  ahare  interact  in  a  D.S.  iDvaatasnt 
either  give  up  their  coBaerclal  banking  ae- 
u.S.  or  linit  their  voting  ahara  intaraat  in 
For  thoaa  f oraign  « 


banks  vhich  had  an  equity  intarest  in  a  U.S.  invest 

on  Dacembar  3,  1974,  the  restriction  would  becoae  affactiv*  on 

Decesijar  31,  19SS. 

White,  Held  is  extremely  concerned  about  the  lapaet  of 

liness  in  particular  and  on  tha  ■•curlUa* 
neral.  He  would  Bubsit  that  for  thoaa  foraign 
th  deciding  between  ooiBerciBl  banking **ati«ltla* 
d  a  voting  share  Intaraat  in  a  U.S.  invAStaant 
the  probable  result  will  ba  continuation  of  tba  COHMK 
ties.  We  also  would  submit  that  raqulring  soch 
not  in  the  public  interest. 

rations  on  tha  Securitia*  Acts  Haan^Mnf  of  197S, 

isidsred  whether  foraign  banks  on^t  ba   b« 
iir  securities  activities  in  tha  U.S.,  mwA   aa 
1  thair  ability  to  enjoy  the  banafit*  of  axchanga 
mambership,  on  the  grounds  that  tha  ri^t  to  engage  In  aneh 
sacuritiea  activities  conflicted  with  tha  policiaa  of  tha  Claaa- 
Steagall  Act  and  vaa  unfair  to  national  banks.   This  anizoach 
was  squarely  rejected.   Indeed,  tha  consistant  thaae  Of  that 
legislation  was  to  ellainata  all  artificial  baxriara  to  oem- 
paticion;  thus,  with  regard  to  exchange  ■aabarshlp  in  partlco- 
lar,  the  only  permissible  grounds  for  denial  ara  capital  aad 
competency  requirements.  Parentage  taints,  including  thoaa  In 
effect  on  the  New  York  Stock  Exchange  and  Aaerlcan  Stodi  Kzdiaaga 
regarding  foreign  parents  at  the  tiaa  of  passaga  of  tha  laglala- 
tion,  vera  specifically  alimlnatad. 

He  would  not  dispute,  of  course,  tha  ri^t  of  Ccngraaa  to 
reverse  a  national  policy,  even  one  so  recently  aatablisbad.  N* 
do  question  the  fairness  of  such  an  action,  bowaiar.  partlcolaxlr 
to  our  European  partners  in  Holdings.  At  tha  vary  laaati  wa 
strongly  believe  that  those  re laticm ships  aatablishad  in  good 
faith  based  on  a  long-standing  govamaantal  policy  of  naxaatrictad 
investment  flow  into  the  U.S.  securities  Indoatry,  ifflratil  %»   i«- 
cently  as  June,  1975,  with  tha  enactnant  of  the  Sacvritiaa  Acta 
Amendments,  ought  to  be  permanently  grandfatharad.  But  Bora  la- 
portantly,  we  consider  the  restrictions  propoaad  to  ba  aatabliabad 
by  Section  B  to  be  ill-advised  policy  even  if  Hhita,  Nald  «aca  t 

be  unaffected,  whether  by  virtue  of  a  i ~ .._-. _._.. 

or  otherwise. 
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■antad.     Aw  *back-offica*     cdaaa  of  tba  lata  alxtlaa  «Dd  aacly 

Bvventles     conpetltive  rates     inatitutlonal  preaaura  on  late  levelii 
the   lethargic  neu  Issue  marketa     the  aerger  Wava  and  the  uncar* 
tainties  creatad  by  a   radicallv  chanaing  regulatory  climate  all 
have  coDtrlbuted  to  a  decided  warineas  on  behalf  of  those  who 
Mould  contribute  capital  to  our  buaineafl       At  the  aajae  tine   the 
daaand    and   need   for   capital   is   growing.      Regulatory  changea    in- 

itiaa  Acta  AjKudiMnts  of  1975   are  intended  to  aaka  the  aaonritla* 
business  «ven  more  intensely  competitive  than  bafora.     Indaad, 
certain  of  those  changes,   such  ai  the  ComiHslon'a  recently  an- 
noimoed  oroceedina  oorsoant  to  Section  llA  c    14)  I*)   of  the  197S 
AaendmantB  to  eliBicate  existing  exchange  reatrlctlona  on  the 
ability  of  ne^jers   to   trade   listed   Becuritiea    'off-board        if 
I  mil  iiiiiit  ml  as  proposed.   Hill   create  a  direct  need   Cor  new  capi- 
tal,     nils  saens  a  peculairly  inappropriate  time  therefore  to 
eliminate  ooa  of  the   few  available  and  willing  BOurcai  of  atabla 
capital  which  the  securities   industry  iwy   tap. 

Aara  ia   nevertheless  A  Bore   fundanental   policy  raoaon  why 
■ueh  leuislation   should  not  ha  adopted.      Presently   in  most  lEuro- 
p«aii  countries   invealawnt  banking  and  cosMrcial  bonking  ore  coor 
jined     necsBsarily,   tharatore,   the  most  lilcely  foreign  entrants 
Into  the  ti  S.  secarlti«B  industry  are  business  enterprises  that 

perform  a  ccooarcial  banking   function.      If   Section   B  of   H  ».    T32S 
»ere   adopted,   a  foreign   govemnont  would  be  faced  with  the   pro- 
ipect  that  its  domiciliary  banks  would  be  prevented   from  entering 
DOth  -commercial   and   investment  banking   in   the  U.S.,    irtiile  U.S. 
iXOBMrcial  banks    (through   Edge  Act   subBldiarlea)    and  V.S      Invaat- 
aant  banka  would  be  able  to  combine  such  functions   in   the   lorelgn 
zountry  In   direct  competition  with   such  dcmlciiiary  banks.      Dndar 
these  circumstances  we  think  It  highly   likely  that  such  foraigri 
jovemmant  would  view  Section   fi  of   H.B.    7325   as   protacttoniBt 
legislation   reouirinq   soma   sort  of  retaliatory  raaponee  on  Chair 
part,     nkat  indeed  would  be  unfortunate 

the  primsiy  And  secondary  aacuritiaa  aarkata  ara  ptaaantly 
an   the  veraa  of  becominq  truly  international   in  scope.     Xdvancas 
in  communications   and   catqiutar-assisted  electronic   facilities   are 
creating  the  opportunity   for  multi-national   trading  nachaniams , 
parhaps  functioning  on  a  twenty-four  hour  baais.      In  our  opinion 
this    international iiat ion  of   the  capital  markets    la   very  much   in 
3ur  nation's    interest.      Moreover,    it  creates   significant  businase 
aPDort unities  for  U.S.   coinaercial  banks  and  inveeuBont  banking  firms 
Kho,  because  of  their  expertise  in  the  nost  hlahlv  developed  capital 
norketa,    presently   are  positioned  to  play   a  prominent   role   in  tha 
Lntemationalization  process.      It  would  be  ironic     under  these  cir- 
cumstances,   if   the  nation  with  the  mcst  to  gain    from  the   free   flow 
3t  investment  capital  across  national  linaa  ware  to  play  a  leadar- 
Bhip  role  in  the  erection  of  barriers  to  capital  a '' 
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Ha  raapactfolly  ucg*  tha  SubeoaBittaa  to  eonalilw  folly 
the  public  policy  bsnafita  of  «xlstliis  and  futoia  ralatlon- 
■tklpa  batwaan  U.S.   invaataant  banXlng  fizaa  and  foraign  banks 
bafora  endocaing  Seotloo  B,    Includingi 

(1)      tha  contribution  to  tha  capital  of  n.8.   Invaataaat 
bankeca  made  by  auch  foraign  banka,  whlA  ootttrlbtt- 
tion  permit*  the  Eacipianta   to  ba  BOra  aggraaalTa 
conpatltora  to  tha  g.s,    aacuritlaa  indoatiy,  partic- 
ularly la  tha  capital  intanaiva  functiona  of  BUkat- 
■aklng,    undarvrlting  and  block  poaitlonlngf 


tha  linkage  provided  to  foreign  banfca  olth  Biwh  a 
ralationabip  to  the  D.S.    capital  aarfceta,  a  linkage 
which  atinulataa  tha  intaxaat  and  partlclpattm  of 
such  foreign  firaa  in  tha  financing  of  U.S.  antar- 

priaea  j   and 

the  banaEita  to  the  U.S.  acoacaic  ayataa  and  to  U.S. 


ahipa  between  foreign  banka  and  D.S.  invaataant  b 

to  ba  pemanently  grandfathered  for  caaaooa  of  aqotty  and  of 

Bitigating  any  retaliatory  action  abroad. 

Vary  tntly  yonxat 


^iie_)^^et*: 
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Th«  Honorable  Farnaad  J.  St.  0*mt*.lB 

Chalmun 

Subcommittee  on  Fiunclml  Inetitutlone 

Sup«rvl*ion,  Re^lalioQ  and  InBurance 
Committ«e  on  Banking,   Currency  and  Housing 
U.S.  Honee  of  REprcientali-ee 
WkiUagtoB,    D.  C.    ZQ515 

Dear  Mr.   Chaiman: 

1  rcHpectfully  aabfblt  the  eaeloeed  commeDte  of  £uropeaD 
AmeTinn  Banking  Corporation  {"EAB")  >iid  J.  Henry  Schroder  Baokiag 
Corporation  ("Schroder><>)  for  incluaion  in  the  record  of  the  haaria|a 
ol  yowt  SubcoimnittBe  on  HR  7  325. 


of  the  loetltvitr  of  Foreign  Binker.  hei 
mlttae  »■  tbey  relate  to  Article  XU  inveitmenl  companii 
tha  vary  deep  concern  of  EAB  and  Schroder,  and  Iheir  ■ 
to  the  unfaJrnoi  □(  including  forcigD-owncd  Article  XU 
paala*  within  the  coverage  of  HR  7325  aioce  domeitic  or 
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COMMENTS  OF 
EUROPEAN  AMERICAN  BANKING  CORPORATION 

AND 
J.  HENRY  SCHRODER  BANKING  CORPORATION 


,v  Google 


Contrary  to  the  oriflokl  recaniinaDdkllcin  of  the  Board  at  Covernari 
of  tha  Federal  Reierva  Syatent,  HR  T32S  Indiuiei  Arttde  XU  inveatment 
conqtaalai  within  ita  coverage,  altbouBh  theae  initltutlona  are  deaignated 
by  the  term  "coniiDerclal  lending  compaay. "    Article  XII  inveatment  cata- 
paoiai  are  creature*  of  the  Banking  Law  of  the  State  of  New  York.     Thay 
engage  primarily  in  international  banking  and  are  not  pennltted  to  accept 
depoaita  in  Now  York,  although  thay  are  authoriaed  to  maintain  "credit 
balance*"  incidental  to  or  arlaing  out  of  the  exerciee  of  their  lawful  poweri. 
They  differ  from  agendei  in  that  tbey  are  dome atic ally  incorporated  under 
New  York  law,  and  their  ownerihip  li  not  limited  to  foreign  banki  or  foreign 
nationals. 

The  application  of  Federal  reaerve  requlremaati  to  inveatment 
companiea  leemi  to  aerva  no  Federal  policy.     The  purpoie  of  reaerve  ra- 
quirementi  ■■  to  affect  tha  supply  of  money  and  credit  by  influencing  tha 
availability  of  fiiodl  neceaaary  to  back  up  the  extendon  of  credit  by  banka, 
Depoaita  are  not  available  to  inveatment  companie*  to  fund  loan*.    Credit 
balancei  are  reatricted  by  New  York  State  law  to  balance*  maintained 
incidentally  to  or  arliing  out  of  authorised  tranaaclloaa  and  they  must  be 
leiiq>orary  in  nature.     For  theae  rea*oai,  they  are  Inherently  different  from 
depo*it*  and,  unlike  depoaita,   could  not  have  any  appreciable  lnqtact  on 
monetary  policy.    Thu*,  no  apparent  purpo*e  la  *arved  in  eubjecting  inveat' 
men!  companlea  to  Federal  reaerve  requiremanta  and  certainly  none  ha* 
been  identified  for  aubjectlng  inveatment  companie*  to  the  many  other 
reatricliona  on  member  banka  aa  authorised  by  the  Bill. 
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Although  ther*  are  today  five  forei|D-owDe<l  inveitmeDt  corny niai 
In  Naw  York,  tbar*  are  at  leaat  leveo  invaatment  comfianiei  that  are  not 
foreign  own»d.     The  latter  ioclude  auch  (Laota  aa  Geperal  Motor!  Acceptance 
Coiporatlon,    CIT  Corporation,   General  Electric  Credit  Corporation  and 
ComilMrclal  Credit  Companr.   a  (Uhitdiarr  of  Control  Data  Corporation, 

Foirner  Governor  Mltchall  and  Iha  itaff  of  the  Federal  Reaerva 
Syatam,   after  an  extremely  thoughtful  analy*i*  of  the  unique  situation  of 
inveabnent  companica,  decided  that  they  should  be  excluded  from  the 
Federal  Raierve'a  original  bill  to  regulate  foreign  banks.    The  reaaon* 
given  were  (1)  that  it  would  be  diacriiniDatory  to  regulate  inveatment  com- 
panlea  that  are  foreign  owned  while  not  regulating  invaatment  companies 
that  are  owned  by  U.  5.   nationals  and  (2)  that  since,  at  the  time,  there  were 
only  three  relatively  small  investment  companies  doing  business  In  New 
York,  the  exclusion  of  such  companies  would  have  no  impact  on  Federal 
monetary  or  bank  regulatory  policy.     As  the  Fed  pointed  out  In  its  aeclioo- 
Iiy'Sectloo  analysis  of  Its  own  bill,   investment  companies  were  excluded 
"because  of  the  limited  number  involved  and  because  of  the  difiiculty  of 
distinguishing  these  Companies  on  a  noDdiscrlminatory  baais  from  the 
domestically- owned  companies  that  are  not  essentially  engaged  in  a  comraer' 
cial  banking  function,  " 

Since  then,  the  New  York  State  Banking  Department  authorised 
the  creation  of  two  foreign-owned  investment  companies  in  addition  to  the 
three  that  bad  been  In  existence  (or  many  years.     [In  both  cases,  tha 
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Department  wai  aatiaiied  that  tbera  were  ipacial  legal  or  buaioaaa  raaaoaa 
why  the  inveatment  compaay  chartar  waa  appropriate  for  the  particular 
applicant. )    Thia  led  to  aome  concern  that  the  exclualoa  of  inveatment  com- 
paoie*  from  Federal  regulation  would  open  a  loophole  through  which  foreign 
banka  might  eacapa  regulation.     However,  ka  auggeated  by  Governor  Ultchell 
at  that  time,  if  thi*  ia  a  real  concern,   the  Bill  could  be  amended  ao  a*  to 
exclude  from  coverage  through  "grandfather    right!"  thoee  investment  com- 
paniea  that  were  in  existence  and  actively  engaged  in  buiineaa  on  an  appro- 
priate grandfather  date,  aucb  a*  the  date  of  introduction  of  HR  T3Z5.    In 
view  of  the  fact  that  all  three  of  the  original  ioveatment  compaoiea  have 
been  conllououaly  engaged  in  buaineaa  in  New  York  for  many  decadee,  and 
thaae  baaioeaaea  have  been  built  up  in  reliance  upon  the  regulatory  atruc- 
ture  provided  by  Article  XII  of  the  New  York  Banking  Law,  it  wouU  aeem 
only  fair  to  give  thoee  Inatitutlona  the  right  to  coDtlnaa  their  eatahllahed 
buaineeeea  in  accordance  with  the  exiating  regulatory  atructure. 

Both  the  Fed  and  the  Congreaaman  ioloreated  in  thia  leglalntloa 
have  repeatedly  emphaeised  that  they  are  motivated  by  the  dealre  that 
foreign  banka  ahould  be  regulated  on  the  aame  baaia  aa  dofnaatlc  banka. 
The  caae  of  the  foralgn-owned  inveatment  ccotpanlea  ia  aui  generta  In  that 
they  are  eeparately  Incorporated  U.S.  corporatlona  -•  not  foreign  corpora- 
tloae  or  brancbea  or  ageDdea  of  foreign  Corporatlona.    They  ere  aubject 
to  tlw  aame  law*  and  regnlatloDa  aa  other  U.S.  corporatlona  and,  therefore, 
have  no  apeclal  advantagea  which  are  not  available  to  the  othara.    The 
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proposad  UgiilktioD  would  fdaarly  divcrimloate  betvean  loraign  aad  domas- 
ticaUy-ownad  ioititutloiia  aolalr  on  tha  baali  ef  tfaa  oatlonalltr  of  thalr 

By  tha  aimpla  devica  of  >  lala  of  the  aharaa  of  a  fo reign -ownad 
invaatmaat  cooipaoy  to  a  Ualtad  State*  bank  or  other  domeitic  U.S.  corpora- 
tion, tha  invaitmanl  cotnpany  is  queatloo  Koold  do  longer  be  anbject  to 
HR  732S.    Therefore,  ao  far  aa  iDvaitmant  cofnpanlea  are  coDcerned,  the 
Bill  accord*  one  kind  of  treatmaDt  to  an  organisation  owned  by  foreigner*  and 
another     kind  of  treatment  to  the  *Bine  organisatioo  owned  by  U.  S.  citiseoa. 
•van  though  the  stated  puTpo*e  of  the  lagialation  i*  to  accord  nondi* crimina- 
tory treatroeot  to  foreign  and  domeetlc  bank*. 

Significantly,  both  European  American  Banking  Corporation  and 
J.  Henry  Schroder  Banking  Corporation  (the  largeat  active  inueatnient  com- 
panlea),  although  indirectly  foreign- owned,  are  affUlated  with  New  York 
State- chartered  banks  that  are  themaelvea  member*  of  the  Federal  ReBerva 
System.    In  the  case  of  Schroder*,  the  English  parent  companies  are  all 
reglgtered  aa  bank  holding  cranpanlea,  lo  that  the  U.S.  *iib*idi«rle*.  In- 
chiding  the  inveitment  company,  are  already  subject  to. the  BaiOc  IMding 
Company  Act.     CAB  wUl  be,  a*  of  Augnst  1,   1977,  a  whoUy-ownsd  *ub*idi> 
ary  o(  a  domestic  U.S.  bank  holding  company,   Enropesn  Aaoerlcan  Bancorp. 
The  third  ma}or  Investment  couqmoy,  French  American  lUnMm  Corporatioa, 
is  afflUatad  with  a  state -chart  a  red  bank  in  California  and  the  French  parent 
company  is  a  regtatared  bank  holding  company. 


,,Google 


Apart  from  the  question  of  the  wiadom  of  Introducing  Into  bank 
reguIatioD  this  kind  of  discrimination  baied  on  the  nationality  of  the  ihare- 
holden  of  ■  U.  S.   corporation,  there  may  well  be  eerloue  legal  question! 
ai  to  the  validity  of  such  differentiation  both  on  constitutional  grovmda  and 
by  reason  of  treaties  between  this  country  and  the  countries  whose  nationals 
•  re  direct  or  indirect  owners  of  investment  companies. 

To  exclude  investment  companies  from  the  Bill  will  not  create 
a  loophole  any  more  tban  permitting  U.  S.  nationals  to  own  an  invettment 
company  would  create  auch  a  loophole.      In  both  caeea,  the  institution  is 
subject  to  the  same  state  regulation.    If  it  is  the  decision  of  Congress  that 
all  state -chartered  banks  and  investment  companies  in  the  United  Statea 
should  be  subject  to  Federal  regulation,  then  it  would  not  be  discriminatory 
to  include  inveatment  companies  regardless  of  the  nationality  of  their 
shareholders.     But  it  is  not  fair  to  single  out  foreign-owned  investment 
companie*  for  special  treatnnent  when  the  aamt 
if  owned  by  tl.  S.  cltleena,  are  excluded. 
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